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The Study of Economic History’ 


By R. H. Tawney 
(Professor of Economic History in the University of London) 


No one can speak in this place on the Study of Economic 
History without recalling the names of those who have done 
so before him. The first book on the subject which I read was 
a volume in the library of classics by one of whom we are all 
the pupils, our encyclopedic chairman. ‘The first lecture on 
it which I attended was by a research student of this School, 
later a master to whom a host of apprentices owed their instruc- 
tion in the craft, George Unwin. The personality who gave it 
its place in our curriculum was Lilian Knowles, the most 
inspiring of teachers and most loveable of human beings. A 
student who inherits a corner of their estate must feel gratitude 
for their labours and humility at his own. 

It is not only the memory of distinguished predecessors which 
fills me with diffidence. When I realised that the penalty of a 
Professorship was an Inaugural Lecture, I breathed a prayer 
to the bright goddesses of enterprise and self-help, who are 
ever at the elbows of teachers of this School. ‘They frowned 
but did their best. ‘‘ Do not attempt,”’ they said, “‘ anything 
original or profound. It is not your line. Conform to the 
practice of the representative form, if, wretched historian, you 
know what that means. For once show real initiative. Study 
the addresses delivered on similar occasions by more illustrious 
persons. Aim at the median and you may hit the lower 
quartile.”’ 

As always, when addressed by the voice of economic reason, 
I trembled and obeyed; but, as my researches proceeded, my 
despondency increased. If, as they inclined me to believe, one 
function of an Inaugural Lecture is to vindicate the claims of 
the department of knowledge represented by the lecturer 
against bold, bad men who would question its primacy, I am 
conscious of an incapacity for that entertaining branch of litera- 

1Inaugural lecture delivered at the London School of Economics and 
Political Science on October rath, 1932. The Chair was taken by the Right 


Hon. Lord Passfield. 
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ture to be excused only, if at all, by a misspent youth. I came 
to the study of economic history, not as one dedicated from 
childhood to the service of the altar, but for reasons so common- 
place that I am ashamed to admit them. When I reached years 
of discretion—which I take to mean the age at which a young 
man shows signs of getting over his education—I found the 
world surprising; I find it so still. I turned to history to 
interpret it, and have not been disappointed by my guide, 
though often by myself. 

A student who is more interested in wild lifé than in museum 
specimens must be prepared to annoy gamekeepers by following 
it across country. If, in addition, he is an historian, with the 
historian’s irreverent propensity for treating the most venerable 
institutions, from capitalism to university curricula, as 
historical categories, his need for indulgence is increased. He 
can only hope that he may be pardoned if he confesses to regarding 
what academic convention distinguishes as ‘‘subjects,’’ not as in- 
dependent entities, poised each in majestic isolation on its private 
peak, but as fluid and provisional divisions, with frontiers 
corresponding less to the articulations of the universe than to 
the exigencies of a world in which examinations last for three 
hours and a humane rubric requires that four, and not more 
than four, questions shall be attempted by candidates. It would 
be convenient if the question, Where is wisdom to be found? 
could be answered by referring the inquirer to the appropriate 
university department. But she appears to prefer the debate- 
able land where titles are ambiguous and boundaries intersect ; 
nor is her business much advanced by what in humbler spheres 
are known as demarcation disputes. So I hope that I shall not 
be thought less attached to the branch of knowledge which is 
my own, if I do not regard it as an appropriate object for 
proprietary defensiveness or patriotic fervour. 


I 


Since histories were first written, references to the work and 
wealth of mankind have found a place in them. But to distin- 
guish between incidental allusions, which are forgotten 
as made, and the recognition of the significance of an aspect 
of life which leads to its systematic exploration, is the first 
canon of criticism ; and to inflict upon you a history of Economic 
History is not my intention. If its springs are to be sought, 
they may be found, as far as England is concerned, in two 
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movements in the century which gave both English economic 
life and English political institutions their decisive stamp. 
One of them, the attempt to offer a sociological explanation of 
the political breakdown, produced several piéces de circonstance 
and one masterpiece. But, when the stability of the edifice was 
assured, speculations as to its foundations fell out of fashion. 
While much of the best recent work in France has been 
prompted by curiosity as to the economic antecedents of the 
Revolution, the economic forces behind the English constitu- 
tional struggles continued to be almost ignored by historians 
till the theme was taken up in our own day by Russian scholars. 

The highest landmark in the early history of English econo- 
mic thought was the foundation of the Royal Society. The 
second influence found its motive in an attempt on the part of 
men closely in touch with the natural science of the day to 
apply an analogous technique to the investigation of contem- 
porary economic phenomena, of which the paradox of Dutch 
prosperity, a pyramid balanced on its point, was the most 
arresting. A generation later the realisation that the quanti- 
tative methods employed, as a conscious innovation, by Graunt, 
Petty, King and Davenant to the study of the present could 
be applied with equal effect to throw light on the past, produced 
the work of Fleetwood, and later of Smith, Postlethwaite and 
Anderson, which links the Political Arithmetic of the seven- 
teenth century to the statistical compilations of the early nine- 
teenth. But it was an age of annalists and antiquarians, rather 
than of historians, and the giants of erudition, like Madox and 
Hearne, eschewed generalisation. The synthesis which proved, 
not for the last time, that the best fish are caught when poach- 
ing came neither from an historian nor an economist, but from 
a Professor of Moral Philosophy. 

It is a truism that the central theme of The Wealth of 
Nations is historical. It is the emancipation of economic 
interests from the tyranny of custom, predatory class ambitions, 
and the obstruction of governments pursuing sinister ends in con- 
genial darkness. The passages devoted to that vast movement, in 
which Smith, a good bourgeois, sees the clue to the progress of 
civilisation in Europe, are among the greatest attempts at 
philosophical history; and no one who studies his work, not 
in detached snippets of doctrine, but as composed by its author, 
will doubt that, without several generations of historical 
investigation, it could not have been written. His limitations 
are partly those of his generation, partly the penalty of any 
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grand construction. He brings all things to one standard; 
finds the similarity of man’s needs in different periods and 
climates more significant than contrasts of environment and 
circumstance; and, worlds apart as he is from the naiveté of 
his political popularisers, who selected their quotations to suit 
their interests, is not without complacency. Writing in the 
age before the deluge, in which it still seemed possible that 
the old régime might be reformed from above by men who 
were his friends, he is more conscious of the solidarity which 
rests on a rational appreciation of common interests than of 
unseen foundations and subterranean fires. 

In the year before his death, the deluge came. When, a 
quarter of a century later, the waters receded, it was evident 
that, with a new society, a new history had been born. As 
always, it took its character from contemporary interests. In 
the study of economic development the decisive influences were 
three—the Revolution, Nationalism, and the progress of 
Capitalist industry, for which Blanqui coined the phrase that 
began as an epigram, continued as a platitude, and is now 
criticised as a fallacy. Of these England experienced the two 
first only at second hand. ‘The serious achievements were 
those of continental scholars, of whom one, and not the least 
powerful, found his materials in London. 

They came both from historians and from economists. In 
France the pioneers were the first. It was inevitable that men 
who were the heirs of the Revolution should inquire into the 
forces which had set the cataclysm in motion, and that, as they 
pressed their analysis, they should find the economic to be 
not the least important. Writers who did not accept Saint 
Simon’s view, that the only history which matters is the history 
of industry, found themselves driven behind politics and the 
sacred formule of 1789 to the economic foundations. Louis 
Blanc’s propagandist Histoire de dix Ans revealed the new influ- 
ence, and the Revolution of 1848, with its doctrine of a fourth 
estate to be emancipated, underlined the lesson. De Tocqueville, 
whose L’Ancien régime appeared in 1855, has not usually been 
regarded as an economic historian; but his masterpiece is a 
watershed in the wild borderland between economic and political 
history, where rivers have their source. The immense body of 
recent work by French and foreign scholars on the economic 
conditions of pre-revolutionary France, and the magnificent 
series of volumes in the Collection de Documents Inédits sur 
Histoire Economique de la Révolution Francaise, the publica- 
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tion of which was undertaken by the Government on the sugges- 
tion of Jaurés, are among the streams which descend from it. 

The movement which in France started from the side of the 
historians came in Germany from men whose interests were 
primarily economic. In a country economically retarded and 
with a strong authoritarian tradition, doctrines of relativity, 
of successive stages of development, of an economic apprentice- 
ship to be passed under the tutelage of the state, found a 
congenial climate. List, the journalist of genius who popu- 
larised the new ideas, was a propagandist who travelled light. 
In his treatment of English history, his favourite arsenal of 
arguments, he sees design where in reality there was nothing 
more recondite than a commonplace struggle of interests, 
ascribes to far-sighted statesmanship measures prompted by 
the necessities of an empty Exchequer, and selects as a golden 
example of mercantilist statecraft an episode which subsequent 
research has shown to be an unmitigated disaster. The book 
of Roscher, whose Lectures on Political Science according to the 
Historical Method appeared in 1843, was on a different plane. 
His materials were inadequate, and the title of his volume, like 
that of Knies, Political Economy from the Historical Standpoint, 
promised more than could be performed. ‘The work of these 
scholars was important less for the new light which they threw 
on specific topics, than because they realised that the study of 
economic development requires a scheme and categories of its 
own, which do not coincide with those either of the theorist or of 
the political historian. Together with Hildebrand, they have 
the best title to be regarded as the fathers of the science as an 
academic discipline, with an assured status and a continuous 
tradition. 

Judged, however, not by its immediate effect but by its 
influence in widening horizons and creating a ferment which 
would work, by action and reaction, on future generations, the 
most dynamic discovery of the forties was not made in a 
university. It was the conclusion reached by a young German 
journalist, in the process of revising Hegel’s Philosophy of 
Law, that “‘ juristic relations and political forms are neither to 
be understood by themselves, nor explained by the general 
progress of the human mind, but are rooted in the material 
conditions of life,’’? and that ‘‘ the real foundations of which 
legal and political institutions are the superstructure are to be 
found in the relations into which men enter as producers.” 
To examine the implications of that conception of social develop- 
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ment is a task for philosophers, who have the wings of an 
eagle, rather than for a pedestrian historian, and I shall not 
attempt it. But the significance of a pioneer is to be judged 
less by the number of professed followers who march under his 
banner than by his influence in determining the direction taken 
by subsequent explorers. In setting Capitalism in its place 
as one phase in the moving panorama of economic civilisation, 
with a pedigree to be investigated and a title to permanence 
not more assured than its predecessors, Marx opened a new 
chapter in historical discussion, which, two~generations after 
his death, is still unclosed. His hints have become books by 
writers unconscious of plagiarism ; and, if the verdict of Croce— 
that his effect is that of spectacles on the short-sighted—requires 
to be supplemented, it is, perhaps, only with the remark that 
there are defects of vision which are incurable by oculists. In 
so far as it is concerned with the economic foundations of 
society, serious history to-day, whether Marxian or not, is inevit- 
ably post-Marxian. 

For much of this ferment of ideas England supplied the 
text; from all of it she stood apart. In the period which the 
fashionable historian of his day described as that of ‘“‘ the 
most enlightened generation of the most enlightened people 
that ever existed ’’—there were neither doubts as to social 
stability nor a grudge against history as an unfriendly step- 
mother, to set eyes scanning the economic past for clues to the 
economic future. ‘The economic present was the province of 
a group of thinkers among whose virtues the capacity to see 
the characteristic achievements of their age as a strange, 
transitory episode was not the most conspicuous. Buckle in 
the fifties could describe The Wealth of Nations as ‘‘ prob- 
ably the most important book that has ever been written.’ 
But applause was not imitation; and, after Malthus, successors 
capable of developing the whole of Smith’s estate had not been 
forthcoming. They were hardly to be expected. 

Hence in England, while much of value was done in assemb- 
ling materials, attempts at construction were few and feeble. 
Macaulay’s famous third chapter, appropriately published in 
1848, when its concluding pages on “‘ The Benefits derived by 
the Common People from the Progress of Civilisation ’? had a 
topical interest, was, for all its brilliance, less argument than 
ornament. Rogers, who produced the first volume of his 
History of Agriculture and Prices in 1866, laid all subsequent 
students under his debt by his great collection of data, which 


1933] THE STUDY OF ECONOMIC HISTORY 7 


only now is being superseded by Sir William Beveridge and his 
colleagues. But, writing at a time when the institutions which 
supplied them had hardly yet been explored, he was stronger 
as an investigator than an interpreter. With a keen eye for 
facts, he took his doctrines second-hand from contemporary shop 
windows, where they had already gathered some dust, with the 
result that his generalisations not infrequently throw less light 
on the practice of earlier generations than on the prejudices of 
his own. The territory nearest to economic history where pro- 
gress was first made was the province of the lawyers. Maine 
had opened in 1861 a brilliant chapter, which was continued by 
Vinogradoff, Maitland, and, in our own day, Professor Holds- 
worth. But the best work on English economic history con- 
tinued down to the ’eighties to be done by Germans—Brentano, 
whose introduction to Toulmin Smith’s collection of gild ordi- 
nances laid the foundations for all subsequent work on gild 
history, and who lived to publish three volumes on English 
economic development half a century later; Schanz, who first 
explained to English scholars the significance of the commercial 
politics and social crises of Tudor England; and Held, whose 
account of the Industrial Revolution appeared three years before 
Toynbee’s well-known lectures and may profitably be compared 
with them. 

Partly because the legal historians had been first in the 
field, partly through the example of German masters, the 
characteristic feature of the work of the two scholars who did 
most to give the subject a place in English Universities was 
the strong institutional bias revealed when the first full-dress 
economic history of England appeared in 1882. Schmoller, 
who influenced both Cunningham and Ashley, had done 
much of his work on the mercantilist statecraft of the Prussian 
monarchy. He was somewhat heavily charged, it is perhaps 
fair to say, with the political assumptions natural to a German 
of his generation, and presented a picture of the part played 
by the state in economic progress, which, if a just corrective 
to a superficial individualism, would not always bear scrutiny. 
‘When his structure crumbled, with much else, laymen who 
knew economic history only through his interpretation of it, 
thought the blow irremediable. In reality, what had fallen 
was less his history than his theory. Against the latter a 
reaction had already been begun, not by theorists, but by 
historians. 

It was a sign that interest had shifted from economic policy 
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to economic evolution, that the significant problems were felt to 
lie in regions which elude the direct action of governments, and 
that a study which had crept as a parvenu between the elbows 
of economists and political historians was feeling its way towards 
a sociological interpretation of economic development which 
would find room within it for the contributions of both. The 
single most massive monument of the change is Der Moderne 
Kapitalismus of Werner Sombart, who took up again, on a higher 
plane of knowledge, the problems posed by Marx, and who 
emphasises his debt to him. But that impressive work is merely 
one peak on a continent ; and, while some English reviewers of its 
concluding volumes sniffed nervously for heresy in the very words 
of its title, scholars of the most diverse opinions in half a dozen 
countries—Von Below, Strieder, Weber and Brentano in Ger- 
many, Sée and Hauser in France, and, a venerable name, 
Pirenne in Belgium, have attacked from different angles the 
problem of the antecedents, phases and characteristics of modern 
industrial civilisation which is its central theme. The nearest 
English analogy to the discussion is the argument of the last 
fifteen years on the interpretation of the economic history of 
the eighteenth and early nineteenth centuries, the leading parts 
in which have been played by Professor Clapham, the doyen of 
English economic history, whose book will be the foundation of 
all subsequent works on the nineteenth century, and by Mr. 
and Mrs. Hammond, whose brilliance conceals their scholar- 
ship from those critics—a great host—who believe that, in order 
to be scientific, it is sufficient to be dull. The volumes of our 
chairman and Mrs. Webb, of Professor Scott, Mr. Lipson, Mr. 
Ashton, Professor Nef and Professor Hamilton, and the recent 
admirable work by Mr. Wadsworth and Miss Mann, supply that 
debate with its indispensable background. 

It would be tempting to illustrate the extension in the range 
of economic history by referring to the specialisms—business 
history, technological history, the history of the economic 
applications of natural science—to which, itself a specialism a 
generation ago, it has given birth; by comparing the works on 
the subject when this School was founded with the monograph 
literature and journals available to-day; or, most significant of 
all, by contrasting the economic innocence of the famous his- 
torians of last century with the permeation of recent general 
histories—consider only those of Halévy and Pirenne in Europe, 
and of Beard in America—by economic interests. But the study 
is still in its youth, and its greatest tasks, I am glad to say, are 
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before it. Let me state briefly my view of the spirit in which it 
should approach them. 


Ii. 


History, as I understand it, is concerned with the study, not 
of a series of past events, but of the life of society, and with 
the records of the past as a means to that end. Time, and the 
order of occurrences in time, is a clue, but no more; part of the 
historian’s business is to substitute more significant connections 
for those of chronology. But time is the medium in which his 
data are embedded, and his relation to it is analogous to that 
of his fellow-workers in some other social sciences to space. 
He finds his materials strewn about it, or uncovers them by 
digging, as distant regions are ransacked for data by the anthro- 
pologist and sociologist. He finds also that those drawn from 
one epoch or civilisation possess, like the components of geo- 
logical strata, certain common features, which distinguish them 
from those of periods preceding or following it, and he values 
these uniformities as one key to their interpretation. Since the 
evidence as to the character of a society derived from a single 
century is as misleading as that offered by a single locality, 
these materials, which are inaccessible to the intellectual vil- 
lager who takes the fashion of his generation for the nature of 
mankind, are indispensable to him. ‘They are indispensable, 
however, not because they relate to what is called the past, but 
because they are specimens cut from a continuous life of which 
past and present—itself the past before the word “‘ present ”’ 
can be completed—are different aspects. 

If society is to be master of its fate, reason conquer chance, 
and conscious direction deliver human life from the tyranny 
of nature and the follies of man, the first condition is a realistic 
grasp of the materials to be handled and the forces to be tamed. 
The historian serves, on his own humble plane, that not ignoble 
end. His object is to understand the world around him, a 
world whose cultural constituents and dynamic movements have 
taken their stamp and direction from conditions which the 
experience of no single life is adequate to interpret. He is 
pursuing that object as directly when he measures the skulls of 
palzolithic man, studies the financial institutions of the Roman 
Empire, or charts prices of wheat sold on a medieval manor, as 
in investigating the antecedents of the latest economic crisis. 
If he visits the cellars, it is not for love of the dust, but to estimate 
the stability of the edifice, and because, to grasp the meaning of 
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the cracks, he must know the quality of its foundations. In this 
sense, there is truth in the paradox that all history is the 
history of the present; and for this reason each generation must 
write its history for itself. That of its predecessors may be 
true, but its truth may not be relevant. Different answers are 
required because different questions are asked. Standing at a 
new point on the road, it-finds that new ranges in the landscape 
come into view. It discovers that phenomena, which formerly 
appeared irrelevant, are a vital part of itself. It realises, in 
short, and sometimes realises too late, that what it supposed 
to be the past is in reality the present. 

If, however, the business of the historian is not merely the 
harmless satisfaction of an antiquarian curiosity, but the study 
of society, he approaches that study from an angle of his own. 
Human societies are not the only societies; but biologists tell 
us that among their qualities is one which is unique. Unlike 
communities of ants and bees, they are subject to change, and 
to change which is primarily, not a biological, but a cultural, 
phenomenon. Hence, of necessity, they reveal their characteris- 
tics, not simultaneously, but successively. They are not static, 
but dynamic; time is one of their dimensions; and, if seen only 
in the flat, they are not seen at all. Just as an individual human 
being is not known, unless known at different periods of his 
life and in varying social relations, so a civilisation is to be 
understood only by assembling the different aspects revealed 
in different phases of its growth. It acts in different ways at 
different times, and what is acting is, in spite of these differ- 
ences, the same civilisation. To know it as it is, it is necessary 
to resist the illusion—it is not easily resisted—that it is in 
its essence what at one moment or another it appears to be. 

When crises occur, that truism is self-evident. No one sup- 
poses that the Gharactenetins of the peoples of England, France, 
and Russia are what intelligent observers supposed them to be 
in 1600, 1780 and 1910, or that the Europe which he knew in 
1914 was the only Europe to be known. But it is equally rele- 
vant to the secular movements which alter social geology, and 
whose action is unseen till their effect is complete. ‘‘ This 
Island was blessed, sir, by Providence,’? remarked Mr. Pod- 
snap, “‘to the Direct Exclusion of such Other Countries as 
there may happen to be... . There is in the Englishman a 
combination of qualities, a modesty, an independence, a respon- 
sibility, a repose, combined with an absence of anything 
calculated to call a blush into the cheek of a young person, 
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which one would seek in vain among the other Nations of the 
Karth.’”? Temporal, as well as national, frontiers produce their 
Philistines; and the provincialism which erects its generalisa- 
tions from observations of one aspect of one type of human 
being in one kind of civilisation at one point in its develop- 
ment, without the qualifications by which judicious thinkers 
limit their conclusions, is a species of Podsnappery which, 
though obviously superficial, is not wholly extinct even among 
the elect. It is the rdle of the historian, by observing social 
behaviour in different conditions and varying environments, to 
determine the characteristics of different types of civilisation, 
to discover the forces in which change has found its dynamic, 
and to criticise the doctrines accepted in each epoch as self- 
evident truths in the light of an experience ampler than, without 
his assistance, any one of them can command. The rdle of the 
economic historian is to do so with special reference to the 
interests, which at the moment I need not more precisely define, 
concerned with the acquisition of a livelihood in a world of 
limited resources, the social groupings which arise from them, 
and the problems which they produce. It is ultimately to widen 
the range of observation from the experience of a single genera- 
tion or society to that of mankind. 

Experience does not yield instruction to simple inspection. It 
requires interpretation. Methodological discussions have some 
resemblance to those Chinese dramas the spectator of which, after 
listening for five hours to a succession of curtain-raisers, discovers 
that the performance is over at the moment when he hoped 
that it was about to begin; and I shall not inflict upon you a 
discussion of the logical problems of historiography. I will 
only say that the view on which interesting, if sometimes, per- 
haps, needlessly portentous, works have been written—the view 
that the subject-matter of history precludes generalisation—is 
not one which I share. Whether in its cruder version, which 
suggests that that subject-matter is a string of events, of which 
each is unique and all discontinuous, or in the subtler statement 
that the entities with which history deals—peoples, institutions, 
phases of civilisation—are collective wholes which can be intui- 
tively grasped, but not analysed by reason, it seems to me to do 
violence to the procedure, not only of history, but of all other 
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setting once and no more, is not to say that it is unique, but 
merely that it is individual. It is a platitude that identity 
in difference is the foundation of thought; and, so far from the 
fact that a phenomenon is individual precluding generalisation 
as to characteristics which it possesses in common with similar 
phenomena whose setting is different, it is precisely that fact 
which alone makes generalisation either possible or instructive. 
The generalisations of the historian, like those of the anthro- 
pologist and sociologist, take the form, it is true, not of pro- 
positions claiming universal validity, but of statements of the 
relations between phenomena within the framework of a specific 
epoch or civilisation. But, if relative to their context, which 
can be as large as a thinker has the capacity to make it, they 
are not less instructive within it. The historian need not be 
deterred from attempting, what in ordinary life is habitually 
done, the discovery of significant connections by comparison 
and analysis. 

That is obvious when the field is limited, and the materials 
to be handled homogeneous in character. Whether the historian 
is dealing with a period, with the generation, for example, 
after 1815 or the critical forty years before the English Civil 
War, or with a problem, such as the causes which led to the 
precocious development of the great industry in England and 
have given English agriculture and rural society their distinc- 
tive stamp, light can obviously be thrown on the subject by the 
establishment of relations both within the region of strictly 
economic phenomena—monetary changes, prices, wages, rents, 
the growth of trade and public revenue—and, not less impor- 
tant, between that region as a whole and political and intellectual 
movements which appear at first unconnected with it. The same 
method is valid, if more difficult to apply, on a larger scale. 
Nothing, indeed, could be less appropriately described as unique 
and self-contained than the stages in the economic development 
of European countries. Nationality is a category which is 
applicable only to a late phase in the history of Europe, and 
which to certain of its most important aspects is, except with 
large qualifications, not applicable at all. It has, of course, its 
significance, which the historian must explain; but the idea 
that any department of economic life, except the policy of 
governments, can be adequately interpreted in terms of it is 
an illusion to be discarded. No European nation has worked 
out its economic destiny in isolation. All have lent and all have 
borrowed. The economic civilisation of each is a cosmopolitan 
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achievement which is the creation of its neighbours hardly less 
than of itself. 

Whatever he thought of the generalisations in which it has 
been attempted to formulate the characteristics of that common 
evolution—whether or not we accept theories such as that which 
suggests that large-scale enterprise has a continuous history 
in Europe from the later Roman Empire, in which the land- 
marks are Byzantium, Venice and North Italy, South Germany, 
and the Low Countries ; or that economic development is marked 
by a rhythmic movement of long alternating phases of expansion 
and contraction ; or that economic organisation has passed through 
recurrent stages in which mastery over the processes of economic 
life oscillates between the poles of collective control from below and 
authority exercised from above ; or that European history is the 
record of the rise, conflicts and decline of successive classes ; 
or that the critical accelerations and retardations in the develop- 
ment of different countries are the result of tidal movements 
launched by alterations in the price-level; or that the main 
impetus to social change has come from the growth and shift- 
ing of population—there is no doubt of the part played in 
giving a common stamp to European economic life, not only by 
similarities of environment, but by migration, aleg and direct 
imitation. Whether, in short, he agrees, or not, with diffusionist 
theories of pre-history, the economic historian, who begins where 
it ends, while not ignoring other factors, must pay his tribute 
to diffusionism. In such circumstances, comparative study 
reveals relations of similarity and contrast without a grasp of 
which neither the past evolution of economic society nor its 
present characteristics can be understood. It is not only, of 
course, within the limits of Western economic civilisation that 
comparison is instructive. A student is not likely to make much 
of the sharply contrasted Industrial Revolutions now taking 
place in China and Russia, if unacquainted with the conditions 
which produced different versions of the corresponding move- 
ment in England, Germany and the United States, and retarded 
it in France. Nor, perhaps, will he be unaided in understanding 
some of the peculiarities of industrial civilisation in Europe if 
he reads with discrimination such a study of a pre-industrial 
society as is contained in the admirable book of Dr. Raymond 
Firth on the economic life of the Maori. 

Since the sources for economic history are vast and still 
largely unworked, the historian must be an investigator. But 
research is a means, not an end, and it is less important to 
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discover new materials than to see the meaning of old. In 
handling them, he must naturally learn from both the economic 
theorist and the sociologist. Except as a story embalmed, with 
other legends, in the mausoleum of text-books, the issue between 
theorists and historians was never a serious affair. In Germany, 
where methodological discussions are popular, it struck some 
sparks. In England, if it arose at all, it was a skirmish of 
camp-followers, and is now long dead. It is obvious that the 
historian must be interested in theory, for more than one reason. 
Theories have a history, sometimes drab, sometimes exciting, 
sometimes merely morbid. The children of the conditions 
which they are formulated to explain, they reveal the traits 
of mortality most unmistakably when, with the naiveté of 
youth, they claim to be immune from it, and overcome the con- 
tingencies of this transitory life only by acquiring sufficient 
sophistication to recognise and admit them. It is the pious duty 
of the historian, who guards the tombs of the long line of their 
ancestors, without forgetting to reserve a place for those of 
their descendants, to explain to their exponents the peculiar 
combinations of circumstances which made possible their birth 
and occasioned their demise. 

Not only, however, does he watch by the cradle of theories and 
follow their bier, he is interested in them also for reasons less 
altruistic. Correctly employed, the expression ‘‘economic theory”’ 
should include, on the analogy of other sciences, all concepts found 
useful in the analysis and systematisation of economic pheno- 
mena. Part of the historian’s work is done with such concepts. 
Not all, of course, are equally serviceable to him; nor can he 
restrict himself to the doctrines most prominent in the canonical 
books of the economic scriptures, if only for the reason that it 
is precisely the interaction. between the economic and non- 
economic aspects of society which, as the example of Adam 
Smith should be sufficient to remind us, is a central part of his 
theme. But, in so far as he uses concepts formulated by econo- 
mists, as for some purposes he must, he must obviously seek 
enlightenment from those who are their masters. No one 
supposes that legal history can be written without a knowledge 
of law, or military history without some familiarity with 
strategy, or ecclesiastical history without an acquaintance with 
the organisation and doctrines of churches; no one should sup- 
pose—though many apparently do—that the political historian 
can dispense with an analytical study of the phenomena which 
fall within the province of the political scientist. It would be 
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equally irrational to imagine that those aspects of human affairs 
which are the special concern of the economic historian can be 
handled without some tincture of the technique devised by 
economic theorists. 

In so far as there is a divergence between his outlook and 
theirs, it arises less from differences of interpretation with 
regard to those matters with which both are equally concerned, 
than from the fact that the nature of his work makes it neces- 
sary for him to take account of considerations which the 
theorist, with his more specialised interests, may properly 
treat lightly. Thus, for one thing, the historian cannot ignore 
the part which is played in economic development by forces 
other than economic. Their significance can, of course, be over- 
emphasised. They have been over-emphasised in my judgment 
by some scholars who have brought to their subject the cate- 
gories of political history; and it might fairly be argued—to 
take a very different example—that the brilliant work of Max 
Weber, at any rate in the essays by which it is most widely 
known in England, sought in the region of ideas and psycho- 
logy an interpretation of movements susceptible of simpler 
explanations. The fact remains, however, that the civilisation 
of an age forms a connected whole the different elements of 
which interact, and that, as a consequence, economic causation 
does not work in a straight line which can be traced without 
reference to other forces which twist and divert it. The plane 
on which evolution takes place is determined, in short, by 
factors, both positive and negative—legal systems, govern- 
mental policies, scientific and cultural attainments, class 
organisation, and, not least, the most neglected factor in social 
development, the institution of war—which, if rooted in 
economic conditions, can hardly be described as directly 
economic. An account of it which ignores them is necessarily 
abstract and artificial. 

For another thing, the historian’s scale of magnitudes is 
different from that of the theorist, and the difference of scale 
throws into relief different aspects of the landscape. ©The 
geography of the explorer is not that of the surveyor, though 
the latter is part of it. Working, as he does, with a large map, 
the historian is compelled to take account of Alps and steppes 
which can be provisionally neglected by those who operate 
more intensively in a narrower field. The difference is 
illustrated by the familiar contrast between the degrees of 
emphasis laid by economic historians and economic theorists on 
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the institutional structure. Its importance depends partly on 
the length of the period which is under review. The theorist, 
concerned with short segments of time, over which legal and 
political systems may be assumed to be constant, may reason- 
ably, for his own purposes, take them for granted, as the 
historian normally ignores climatic and geological changes 
which are of vital importance to the student of pre-history. 
These systems, however, are historical products; they have 
changed in the past, and will change in the future. In so far 
as it assumes the existence of any one of them, the conclusions 
of economic theory, some of its exponents would agree, if valid 
in that context, are less cogent outside it. Unless purely 
formal, they are true rebus sic stantibus; with modifications 
in institutions and social psychology, they require to be modi- 
fied. The question, it may be observed in passing, whether such 
modifications are possible or to be desired, the question of the 
permanence or merits of any particular social order, is one 
which the theorist who takes this view of his subject—others, 
of course, may be taken—properly regards, qua theorist, as not 
within his province. It is permissible to reach conclusions by 
assuming as a premise an existing body of institutions. It is 
illegitimate to argue as to the merits of the institutions by 
appealing to conclusions based on the assumption of their 
existence. 

Economic historians have sometimes made too much of 
the institutional side of their subject; but they cannot 
ignore the masonry which canalises and deflects economic 
currents. They are concerned, not merely with the market, 
but with the forces behind it. They cannot investigate the rise 
of new forms of economic enterprise without reference to the 
conditions which have given enterprise its opportunity, or under- 
stand historical changes in the distribution of wealth without 
a study of corresponding changes in the institution of property, 
the class-structure of society, and the policy of states. Even 
were they persuaded by Professor Simkhovich that one factor 
in the decline of the Roman Empire was the exhaustion of the 
soil, it would still be necessary for them to turn to the great work 
of Professor Rostovtseff to study the collapse of organisation 
which made irreparable the effect of economic strains. 

Nor, if the generalisations of historians contain a large 
element of contingency, are they on that account devoid of light 
or fruit. It is natural that the plain man who resides in all of 
us should regard as inevitable and immutable the economic 
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arrangements most familiar to himself ; he has always done so, and 
presumably always will. But, in the world as known to science, 
there is no such phenomenon as an ‘‘ economy ”’ in general, any 
more than there is a law, religion or art which exists in indepen- 
dence of time and space. There are only particular economic, 
as there are particular legal and religious, systems. It is these 
particular systems which alone can be studied, because they 
alone exist. The individual valuations and their expression in 
price relationships which I understand—though I speak with 
diffidence—to be the special concern of the theorist, take place 
within a framework fixed partly by nature, partly by legal and 
customary arrangements, partly by the cultural and intellec- 
tual level of the society concerned. ‘The relevance of his 
generalisations to any particular set of conditions can be deter- 
mined only when the special features of those conditions have 
been investigated. 

To say this is not, of course, to question their value; truths 
do not cease to be true because they are formal. It is merely 
to recall the commonplace that the tension between human wants 
and the limited resources available for satisfying them takes 
place, not in a vacuum, but in a specific cultural environment, 
by which the character both of the wants and of the resources 
is determined. If, for example, the formula that earnings 
correspond to marginal productivity be accepted, the question 
of practical importance is where the margin stands. The answer 
to it can be given only by a study of the objective conditions, 
from the law of inheritance to the organisation of industry and 
the system of education, which determine the accessibility of 
different occupations and the supply of workers competing for 
entrance to each. ‘The law of diminishing utility is, doubtless, 
illustrated by the savage, who, having eaten one missionary, 
finds his appetite for a second temporarily jaded, not less than 
by a produce exchange in London or New York, or by the 
familiar procedure of exchanging nuts for apples, which is so 
common a transaction of every-day economic life. In so far, 
however, as it is true of both, it throws a somewhat less brilliant 
light on the special characteristics which are distinctive of each, 
on the conditions which cause different societies to choose 
different diets, and on the forces which cause a transition to take 
place from one plane of economic civilisation to another. 

It is these distinctive conditions and forces which are the 
special province of the historian, as formal analysis is that of 
the theorist. In practice, of course, it is necessary to employ 
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the methods of both. A student unpractised in analysis would 
be as impotent to unravel the morbid monetary history of the 
sixteenth and seventeenth centuries as that of our own day, 
which compared with it, is lucid; but, unless his grasp of 
analytical methods were supplemented by some knowledge of the 
special financial and political conditions of the Europe of the 
Renaissance, his interpretation of that history would be more 
hypothetical than realistic. It would obviously be presumptuous 
for him to consider questions relating to the distribution of 
wealth in different periods and societies, ~ without having 
familiarised himself with the doctrines on that subject enun- 
ciated by theorists; but his account of its peculiarities in 
England and France would be somewhat unsubstantial, unless 
he knew something of the development of land tenure, industry 
and taxation in the countries in question, by which, among other 
factors, it has, in fact, been determined. ‘To discover grounds 
of contention between ‘sciences whose procedure is so different, 
while much of their subject-matter is the same, requires a more 
than ordinary degree of megalomania or muddle-headedness. 
Since neither is conceivable in the children of light, the most 
plausible explanation of such differences as may have occurred 
in the past is the medieval suadente diabolo—the intervention 
of the Prince of Intellectual Darkness. 

Conceived in this manner, economic history obviously has 
close affinities with sociology. The sciences differ, it is true, 
in two important respects. The concern of the sociologist, as I 
understand his work, is primarily with the general. It is to 
produce a classification of societies and institutions, and to do 
so without more than a passing reference to the particular con- 
text in which historically they occur. The concern of the 
historian begins with the particular, though it does not end with 
it. His business is to systematise the turbulent world of concrete 
facts; and, while for that purpose he must make a large use, 
and should make a larger one, of hypotheses such as those 
formulated by the sociologist, he is more concerned than the 
latter in testing their applicability to specific situations. ‘The 
sociologist brings the result of his researches to one plane; he 
is more interested in types than in the order in which they 
occur. To the historian change, or the absence of change, is a 
crucial aspect of life, and to establish a sequence, not merely of 
events, but of phases or stages of development is, therefore, 
vital to him. These, however, are differences of emphasis, not 
of substance; and, if the starting-point of the sociologist and 
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the historian is different, their objective is the same. Both are 
engaged in the attempt to determine the characteristics of 
different types of civilisation, and to discover the causes which 
produce a transition from one to another ; both use for that pur- 
pose analysis and comparison; and, if the sociologist must be 
something of an historian in assembling his materials, the 
historian must learn from the sociologist the critical use of the 
concepts by which alone they can be made to yield light. In 
reality, as a glance at the work of the most eminent of both is 
sufficient to show, the sciences meet in their higher ranges. 

It would be presumptuous to suggest that sociologists have 
not exhausted the possible services of history to their subject. 
But I do not feel the same diffidence in expressing the view that 
the future of history, and, in particular, of economic history, 
depends on its ability to acquire a more consciously sociological 
outlook. The advance of historical technique during the last 
half-century has been impressive. But, especially in England, 
progress in methods of investigation has not, in my judgment, 
been accompanied by a corresponding progress in methods of 
treatment and interpretation. 

For one thing, historians, with certain conspicuous excep- 
tions, have continued to employ unanalysed concepts—nation, 
state, political power, property, progress, commercial supre- 
macy, and a host of similar clichés—with an exasperating 
mnaiveté. If critical in their use of sources, they have been 
astonishingly uncritical of the conceptions employed to interpret . 
the data derived from them. Such scrupulousness as to facts 
and casualness as to categories is as though a judge should be a 
master of the law of evidence, and then base his decisions on the 
juristic notions of the tenth century. For another thing, with 
certain brilliant exceptions, they have preferred burrowing to 
climbing. They make a darkness, and call it research, while 
shrinking from the “light of general ideas which alone can 
illumine it. In the third place, the narrative form which 
descends from the chronicle, and which is still the commonest 
method of organising historical material, is not adequate to a 
large range of problems facing the historian to-day. It has its 
uses, sometimes very magnificent ones; but, as the greatest of 
early historians long ago discovered, it is too simple a procedure 
to reveal effectively the relations between different elements in 
a complex situation, the explanation of which is a large part 
of the business of economic history. In these matters the prac- 
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titioners of that science must learn, not only from the socio- 
logists, but from the legal historians, whom the nature of their 
subject-matter compelled from the start to make a large use of 
comparison, hypothesis and argument. 

The task before them—I do not refer to subjects needing 
specialised research, which are inexhaustible, but to the major 
problems for which research supplies the data—are of a kind 
to make such methods indispensable. I will give only two 
examples. Economic history should be, of all forms of history, 
the least national, for economic civilisation is* an international 
creation. But the corollaries of that truism have still to be 
applied. What is needed is nothing less than a complete change 
of emphasis. Instead of national economic histories, containing 
incidental references to international economic relations, we 
require histories which will take as their main theme a com- 
parative treatment of movements and problems common to 
several different countries—comparative studies, for example, 
of the rise of the great industry or of agricultural development 
—and treat phenomena peculiar to particular nations against 
that larger background. Most persons—to give a second illustra- 
tration—must have felt a certain sense of unreality in reading 
much that is described as political history. It says so much, 
and explains so little. But, in so far as its defects are those of 
conventionality and abstraction, they are not to be corrected by 
placing another conventional abstraction, labelled economic his- 
tory, side by side with it. Having caricatured political and 
religious development by isolating it from its economic and 
social background, we must not proceed to repeat that blunder 
under the guise of correcting it, or ignore the effect on the 
economic aspects of life of changes in the world of politics and 
religion. The only adequate history is l’histoire intégrale, 
and the limitations of specialisms can’ be overcome only by a 
treatment which does justice at once to the economic foundations, 
the political superstructure and the dynamic of ideas. Such a 
history is, doubtless, remote. But there is no reason why 
savages should have all the science. It is possible to conceive 
economic historians and sociologists preparing the way for it 
by combining to treat economic and social organisation—forms of 
property, class structure, economic enterprise—in some modern 
period with the same detachment and objectivity as anthropolo- 
gists bring to the investigation of similar phenomena in more 
primitive societies. 
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III 


I am conscious that to many persons Economic History, as 
I have attempted to portray it, will appear to lack most of the 
qualities which give History its charm. I am not indifferent, 
I trust, to its literary aspects; nor am I disposed to dispute 
Professor Trevelyan’s statement that what is significant is that 
men did the thing they did, not why the thing was done. At 
the moments when I forget that I am a teacher in a School of 
Economics, I confess to an unregenerate pleasure in the clang 
of decisive action, and in the noise which human beings make 
in the rare hours when they rise to it. But I do not think that 
a man will be less touched by the opening chapters of Michelet 
for having studied the economic paths which led to the precipice, 
or less stirred by Froude’s picture of Robert Aske riding home 
from the cub-hunting to find his way barred by the floods and the 
rebels, because he knows the conditions which for a thousand 
years made the social problem of Europe, not the wage-earner, but 
the peasant. It is permissible to hope that science and art are not 
finally irreconcilable. 
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Recent Tendencies in Sociology 


By Morris GINSBERG 


(Martin White Professor of Sociology in the University of 
London) 


THE appearance of the Handwérterbuch der Soziologie and of 
a number of general treatises both by the contributors to the 
handbook and others’ provides a suitable opportunity for a 
survey of the principal drifts of contemporary sociology. I shall 
deal mainly with the new German works, but I have found it 
convenient and interesting to include a discussion of the some- 
what earlier contributions of Max Weber, who occupies an 
important position in German thought, and because of his 
affinities with German thought and European sociology gene- 
rally, of the recent attempt at a systematic sociology made by 
Professor Maclver.’ 

We may note at the outset certain characteristics which these 
works have in common. Firstly, they all show that the time 
has long passed when it was necessary for sociology to justify its 
claim to existence or to indulge in weary discussion of the 
relation between sociology and other social sciences. It is felt 
with obvious justice that sociology must be judged by its achieve- 
ments and that discussions of methodology must remain barren 
if not tested in the light of actual investigations. Secondly, 
we note in all these works a keen desire to find common ground 
and to consolidate what has been achieved. This is especially 
obvious in the Handwérterbuch, whose contributors have been 
drawn from different sociological schools and from different fields 
of social science. Thirdly, though they differ very widely in 
their sociological theory, there seems to be a common tendency 
to avoid the personification or hypostatisation of social groups 

1 Handwérterbuch der Soziologie, Ed. Alfred Vierkandt, Ferdinand Enke 
Verlag, Stuttgart, 1931; A. Vierkandt, Gesellschaftslehre, 2nd Edition, 1928 ; 
F. Tonnies, Einfiihrung in die Soziologie, 1931; L. von Wiese, Allgemeine 


Soziologie; R. Thurnwald (Editor), Soziologie von Heute; H. Freyer, 
Soziologie als Wirklichkeitswissenschaft, 1930. 

?R. M. Maclver, Society: Its Structure and Changes, New York, 19313 
Max Weber, Gesammelte Aufsatze zur Wissenschaftslehre ; Wirtschaft und 
Gesellschaft. 
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so frequent in earlier sociology, and to interpret the apparent 
unity of social aggregates in terms of highly complex sets of 
social relationships. All these writers devote a great deal of 
attention to the analysis and classification of social relation- 
ships and the schemes which have emerged have much in com- 
mon and may be regarded as in some instances complementary.® 

Yet despite these efforts at co-ordination there remains a 
fundamental difference of opinion regarding the objects and 
methods of sociological inquiry, which still divides sociologists 
broadly into two schools. One school is above all anxious to 
avoid the charge so often made against sociology that it is a 
maid-of-all-work, either bringing together the ‘‘ throw-outs ”’ 
» of other social sciences, or pretending to an encylopedic com- 
pleteness really beyond the reach of the working scientist and 
unlikely to yield to the established methods of exact inquiry. 
It therefore wishes to make sociology into a specialism and to 
define exactly the particular point of view from which it 
approaches social life. The other school still takes the synoptic 
or synthetic view of sociology and maintains that with the 
aid of the special social sciences and of history it will prove 
possible to arrive at a vue d’ensemble of social life and social 
development. 

(A) Sociology as a specialism. In Germany this attitude 
goes back to Simmel, who based his conception of sociology upon 
a distinction drawn by him between the form and the content of 
social relationships. He maintained that the business of the 
sociologist was to disentangle and reduce to system the types of 
relationship exemplified in social life considered in abstraction 
from the terms which they relate. Thus such relations as leader- 
ship and obedience, subordination and superordination, competi- 
tion and division of functions can be traced in all societies, and 
might therefore be studied simply as relations. Simmel himself 
applied this method of analysis to very few relations, and in 
somewhat unsystematic fashion. His general influence upon 
German sociology appears to have been profound, and what has 
come to be described as ‘‘ Formal Sociology ”’ is even asserted 
by some authorities as the dominant trend in contemporary 
thought. Its general point of view may be indicated, perhaps, 
by saying that in defining sociology it wishes to put the category 
of relation (Beziehung) in place of the category of object 


3 Cf, the following articles in the Handwérterbuch : Geiger, Gesellschaft; 
Sombart, Grundformen des menschlichen Zusammenlebens , Vierkandt, 
Gruppe; von Wiese, Beziehungslehre; Tonnies, Gemeinschaft und Gesell- 
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(Gegenstand). ‘Thus, for example, it seeks to define social 
groups in terms of complex relationships and processes and to 
avoid the hypostatising of these entities which has given so 
much trouble to sociology and social philosophy. This general 
point of view is illustrated in the work of von Wiese, who 
considers the theory of social relations to constitute the whole 
of allgemeine sociology, of Vierkandt, who, as we shall see, 
combines it with the method of phenomenological analysis 
elaborated by Husserl, and of Max Weber, who gives a great 
deal of attention to the analysis of social relationships and social 
behaviour, though he uses this analysis in a wider attempt at 
a more synthetic sociology. It will be well to look at some of 
these important contributions in some detail. 

(i) Vierkandt’s position is lucidly expounded in several im- 
portant articles in the Handwérterbuch and especially in his 
treatise on Gesellschaftslehre (second edition, 1928). He is, 
above all, anxious to free sociology from the charge of vague- 
ness, indefiniteness and all-comprehensiveness (Uferlosigkeit), 
and argues that it should be confined to the study of the forms 
of social organisation and of culture. Sociology is concerned, in 
his view, with the analysis of such relationships as those of 
leadership, obedience, punishment, community, struggle, power 
and the like. In dealing with historical entities, such as French 
society of the eighteenth century, or the Chinese family, our 
primary interest is to exemplify types of community or the 
exercise of power, but the sociologist must not attempt to deal 
with the actual concrete events or their detailed description, 
matters which fall to the historian. Similarly, in dealing with 
culture what interests the sociologist is the mechanism of 
persistence and change of cultural elements, the degree to 
which they are tied to particular groups, and the like, but he 
cannot pretend to study the actual content of culture, or to 
formulate laws such as Comte’s law of the three states, which 
involves reference to the specific content of culture at different 
periods. Similarly he would regard an attempt like that made 
by Max Weber to work out the relation between religious and 
economic development not as sociology, but as a combination of 
the history of religion with economic history. 

The method followed by Vierkandt is described as phenome- 
nological. This term, which in English is highly ambiguous and 
misleading, is borrowed from the school of Husserl and, as 
used by the latter, appears to mean a method of examining 
mental functions by direct inspection or intuition of acts of 
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consciousness as directed upon objects. All such acts are “‘ of ”” 
something. In the phenomenological analysis the consciousness 
and the object are bracketed together. It is a study of the 
consciousness-of-objects. In ordinary experience and in natural 
science we concentrate on the object. In psychology we con- 
centrate on the subjective act. In phenomenology we are 
concerned with the objective reference in so far as it is imma- 
nent in the act, and we seek to disentangle the root types of 
mental functioning or ultimate modes of objective reference. 
The method claims to be capable of reaching perfect certainty on 
the ground that it is based on direct apprehension of what is 
within our consciousness and to be independent of empirical 
matter of fact. It can be applied to any field of experience and 
will disclose the a priori forms or essences ‘‘ possible’? in 
that field. Such applications have been attempted by Scheler 
to ethics and by Kaufmann to law. Vierkandt explains that 
by the phenomenological method he understands a procedure 
with the following characteristics. Firstly, it is an attempt 
to arrive at the ultimate or irreducible forms of social life or 
experience, such as submission, or contagion of feeling, or sug- 
gestion. Secondly, these ultimate forms are arrived at by 
direct inspection of a single example (actual or imaginary). 
Consequently and thirdly, the procedure is not one of inductive 
generalisation. Thus for example we can see that respect 
differs from fear by the inspection of a single experience, and 
it is also evident that the experience of respect is specific and 
irreducible. WVierkandt urges that this procedure differs com- 
pletely from the method of introspection in psychology and 
the insight thus attained is free from the errors to which intro- 
spection is liable (Jahrbuch II, p. 78). Among the irreducible cate- 
gories or social forms that Vierkandt distinguishes may be 
mentioned self-regard intimately interwoven with the need for 
recognition by others and their approval, the tendency of sub- 
mission to and admiration of honoured persons, the attitudes of 
shyness, embarrassment and shame, love and hate, the widen- 
ing of the self and its extension beyond one’s own person, 
contagion of feeling, the experience of other persons as the 
“thou,” the act of communication and understanding as an 
indissoluble unity, the experience of community as a specific 
inner bond of reciprocal responsiveness in varying degrees of 
intimacy or closeness, the feeling of ‘‘ belonging ’’ to a group, 
the notion of struggle, the attitudes of approval and disapproval, 
the experience of obligation. Nearly half of Vierkandt’s major 
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treatise is devoted to what purports to be a phenomenological 
analysis of these experiences, and is intended to supply the 
basis for the account which is then given of the real nature of 
social relationship, conceived as an inward bond, and a classi- 
fication of the types of community to which it gives rise. 

While undoubtedly suggestive in details, Vierkandt’s 
analysis of the social attitudes and impulses does not differ 
in method from the confessedly psychological discussions of 
McDougall and it seldom shows the fullness and richness of 
experience that we find, say, in the psychological work of 
Shand. In any event I can see no justification for the view that 
his conclusions have any greater claim to finality than those 
reached by psychologists, and in many instances, as it appears 
to me, he would have been greatly helped by the distinctions 
which have been drawn by recent psychologists in dealing with 
the conational life, especially the distinction between instincts, 
emotions and sentiments. While he may be right in regarding 
the attitudes he describes as specific it may nevertheless turn 
out that their specificity is due to a particular combination of 
elements which may also be found as members of other com- 
binations. ‘Thus, for example, respect may be clearly distin- 
guishable in consciousness from other attitudes, but it may 
permit of analysis by the methods followed by Shand, who 
traces in it the operation of fear, approval, sympathy and confi- 
dence. Similarly I doubt whether his derivation of the desire 
for power from the desire for distinction and joy in activity 
can claim phenomenological certainty. The appeal to direct 
intuition unchecked by psychological methods seems to me to 
be beset with great danger and to open the way to very 
arbitrary theorising. 

(ii) A more ambitious attempt at a ‘‘ Formal ’’ sociology 
has been made by von Wiese* in what he describes as 
“ Beziehungslehre.’? ‘The object of theoretical sociology is, 
according to him, the whole tissue of relationships between 
human beings which it seeks to order and systematise. ‘The 
fundamental concepts that he employs are those of social 
process, social relation and social structure. ‘The most general 
forms of social processes are those which either bring 
individuals together or draw them apart, processes, that is, 
of approach or withdrawal, association or dissociation: ‘‘ Die 


4Cf. Allgemeine Soziologie and article on Beziehungslehre in the Hand- 
worterbuch. An elaborate Americanised version of von Wiese’s views by 
Professor Howard Becker has recently appeared with the title : Systematic 
Sociology (New York and London, 1932). 
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Beziehungslehre kennt nur die Bewegungen zur Vereinigung 
oder zur Flucht; tertium in sociologia non datur.’”? Whatever 
the specific content of the relationships arising through social 
processes they none the less are either associative or dissocia- 
tive in tendency. No other social relationships equal these two 
in range of application. Everything that happens in the 
dealings of men with one another either binds or loosens. 
Social processes are thus occurrences resulting in a change 
in the ‘‘distance’’ between human beings. It will be seen 
that the really fundamental category is that of social process. 
The social relation is conceived as the result of social processes, 
as something brought about through the activity of approach 
or withdrawal. ‘The terms relation and process are not, how- 
ever, used very consistently, nor does von Wiese make it quite 
clear what he understands by the properties or characteristics of 
social processes as compared with the relations arising through 
them. Be this as it may, the two important properties of social 
process are in his view their ‘‘ direction,’ i.e. whether towards 
or away from, and the degree of association or dissociation 
(Richtung und Abstandsgrad). Von Wiese explains that social 
distance is, of course, not to be equated with spatial distance, 
though he insists that it is not to be estimated in terms of 
psychology but by outward behaviour or action. ‘This enables 
him to meet the objection that has been raised against the 
notion of social distance on the ground that in dealing with 
the relations between human beings the distance from A to 
B is not necessarily equal to the distance between B and A. 
From the point of view of the outward observer, von Wiese 
thinks, there is only one distance, for instance, when he notes 
that two friends no longer greet each other, though psycho- 
logically the attitude of A to B may be quite different from 
that of B to A in this case. His procedure in the classification 
of social relations is thus ‘‘ behaviouristic’’; the inward 
aspects of the relationships are relegated to psychology. Social 
structures are defined as ‘‘ a number of social relationships so 
interwoven that they come to be regarded as unities’’: in 
short they are systems of relationships having relative 
permanence and distinguishable from other such systems. The 
business of theoretical sociology is to provide: (1) An analysis 
and classification of social processes. (2) An analysis of social 
structure in terms of their constituent social processes and a 
classification of the social structures. The analysis of social 
processes consists in breaking them up into the ‘ personal 
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attitude? (Haltung) and the situation. The Haltung is 
interpreted behaviouristically, that is, in terms of outwardly 
observable behaviour. These two factors permit of further 
analysis. ‘The Haltung is the product of the inborn equipment 
of the individual (Ichheit=I) and the experiences he has had 
(Erfahrung=E). The situation (=S) again consists of the 
physical environment (Umwelt=U) and the behaviour or 
Haltung of other individuals (=H’). Thus expressed in a 
formula the analysis of a social process is : 


P=HxS, or, more fully, © 
P=Ix ExUx(IxE)’ 


This is only another way of stating what I suppose few will 
dispute, that a social process is the result of an interaction 
between the individual’s native aptitudes as moulded by his 
history and the outer environment, physical and social. As 
the variables hidden in the formula are highly complex and 
numerically indefinite, and we are given no method whereby 
they may be ascertained or measured, the formula cannot be 
said to be very helpful. 

In his classification of the social processes von Wiese 
distinguishes firstly the fundamental process of association (A 
processes), and of dissociation (B processes), and mixed 
associative and dissociative processes (M processes). These 
he subdivides into principal processes and sub-processes. "The 
A processes include approach, adaptation, equalisation and 
unification; the B include competition, opposition and conflict, 
the basis of division being the degree of approach or with- 
drawal. Under each head various sub-processes are enumerated, 
but it is difficult to see on what common principle of division. 
These are all processes of the first order. He also describes 
processes of the second order, that is processes which pre- 
suppose a social structure or which’ result from interaction 
between social structures. These again are either integrating 
or differentiating, and may be illustrated by inequality, 
domination, stratification, selection, estrangement; examples 
of the integrating processes of the second order are sub- and 
super-ordination, socialisation, uniformisation, liberation. On 
the basis of these concepts an elaborate table of human 
relationships has been compiled by von Wiese and his pupils. 
Social structures are classified on the basis of the closeness 
with which they serve to tie (or separate) individuals. He thus 
obtains crowds, groups and what he calls abstract collectivities. 
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These differ from each other in the directness of the influence 
which the mass exercises upon the individual. ‘The abstract 
collectivities include such entities as the State, the Church, 
the social class, the economic order and the cultural order such 
as the arts and the sciences. They are oddly named abstract. 
The intention is to stress the fact that they are not tied to 
any particular individual and are thus impersonal. ‘They are 
not to be thought of as substantive. They are complex inter- 
weavings of social processes, and the study of them should 
aim at revealing the symbols and standards employed by them, 
the behaviour of the individuals and the groups inside them, 
and the processes which go to their making. 

Such, in very rough outline, is von Wiese’s scheme. Its 
value as an instrument of investigation has hardly yet been 
tested. The descriptions given by the members of this school 
of actual social processes, though frequently illuminating, do 
not stand in any intrinsic relation to the methods and distinc- 
tions elaborated by them, and are in general too slight to 
provide a criterion of their usefulness. The fundamental 
terms, such as distance, are somewhat vaguely defined, and 
though there is a great parade of formule, no real units of 
measurement or even of qualitative comparison have yet been 
worked out. ‘This vagueness applies also to the analysis of 
the factors involved in behaviour whether genetic or environ- 
mental. Nevertheless as outlining a programme of investiga- 
tion the scheme is impressive, and the formal classification of 
relationships must in one way or another constitute a part 
of theoretical sociology. 

(B) Broader views of sociology. We may take the work of 
Max Weber, which is generally regarded as the most important 
German contribution to recent sociology, as illustrating the 
transition to a more concrete and historically minded conception 
of sociology. Max Weber belongs in a certain sense to the 
‘‘ Formal ’’ school. He has worked out a detailed scheme of 
social relationships beginning with the notion of social 
behaviour, and leading up to the most complex forms of social 
structure. But these formal definitions have evidently arisen 
out of his actual treatment of historical fact and they are used 
by him in a comprehensive study of social development, of 
which he seeks to determine the principal trends. Here it 
is, of course, not possible to follow up his account of economic 
and religious development, and I will confine myself to a brief 
statement of the essentials of his method. The business of 
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sociology is to understand or interpret social behaviour. The 
method of interpretation is through the notion of ideal types, 
accompanied by empirical or inductive verification. We have 
then to ask what is meant by ‘‘ social behaviour,’ ‘‘ under- 
standing ’’ and “‘ ideal type’’ in this context. 

Social behaviour is defined as action which in the intention 
of the agent has reference to the behaviour of others and is 
determined in its course by that behaviour. Thus, for example, 
the acceptance of money is a social act because the recipient 
expects that an indefinite number of others will in the future 
be ready to accept it in exchange. On the other hand, an act 
initiated by the expectation regarding the behaviour of material 
objects is not in this sense social. Further, only such contacts 
between individuals are social which rest upon an intentional 
reference to others. For instance, a collision between two 
cyclists is in itself merely a natural phenomenon, but their 
efforts to avoid each other, or the language they use after 
the event is true social behaviour. ‘There must be a “‘ sinnhafte 
Orientierung des eigenen an dem fremden Handeln.’’ Like 
all human action social behaviour is determined in four typical 
ways: (1) Zweckrational or purposefully, i.e. when the 
expected behaviour of others is used as a means for one’s own 
deliberately formed purposes ; (2): Wertrational or in accordance 
with standards of value or through conscious belief in standards 
assigning intrinsic value to certain types of behaviour; (3) 
Affektuell or emotionally, when the agent acts as a result of 
an affective attitude to others, e.g. revenge or devotion; (4) 
Traditional or through established habit. ‘There is a social 
relationship whenever behaviour is determined by conscious 
and mutual reference to the expected behaviour of the indivi- 
duals concerned. (The mutuality does not imply that the same 
action or attitude is mutually expected but merely that some 
form of response is anticipated by all the parties.) There is a 
social relationship whenever there is a chance or probability that 
social behaviour of a given type will occur. By the aid of 
these definitions, Max Weber also defines for his purposes such 
entities as the State or the Church or Marriage. They are 
complexes of social relationships and define the probability 
that socially oriented behaviour of a certain type has taken 
place, is taking place, or will take place. In this way he avoids 
turning these entities into substances. Thus, for example, 
a state ceases to exist when there is no longer the chance 
or probability that certain definable types of social behaviour 
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will occur. On the same lines Max Weber gives useful and 
illuminating definitions of such things as social ordinances, 
usages, fashion, law and custom, always, that is, in terms of 
the probability of certain types of social behaviour. 

What now is meant by the ‘‘ understanding ’’ or interpreta- 
tion of social behaviour? The definition of social behaviour 
as we have seen contains reference to the intention of the 
agent (von dem Handelnden gemeinten Sinn). We are said 
to understand the behaviour if we can grasp this Sinn or 
intention. ‘This is clearest in the case of rational utterances, 
as when we are told that 2x2=4, or when we understand a 
conclusion in a syllogism. Similarly we can understand errors ° 
in arithmetic on the basis of our own similar errors: In other 
cases we can only “‘ understand’’ by sympathetic intuition 
(einfiihlend nacherlebend). In either case the understanding 
is either of the present intention, as when we understand any 
scientific communication, or see that a person is angry from 
his outward expression, or it may go further back by reference 
to a wider context of motives, as when we understand an 
arithmetical proposition communicated to us, in the sense of 
knowing the reason why the calculation is made just then, 
or interpret a person’s anger by referring it to jealousy or 
injured vanity. In all cases the interpretation may refer to 
(i) a particular event, (ii) a general or average mode of 
behaviour, or (iii) an ideal type, that is to say a mode of 
behaviour arrived at by deliberate abstraction, as, for example, 
when we inquire what a course of behaviour would be if it were 
determined only by conscious purpose unaffected by emotion 
or other sources of deviation. In dealing with mass behaviour 
it is this last procedure by the use of ideal types that is most 
important. We try to ascertain what would happen, if the 
course of behaviour were determined rationally, and then 
interpret the deviations actually found as due to emotional or 
other irrational factors. In this sense verstehende sociology 
is rationalistic. It uses the purposive as an ideal type, but 
it does not assume that actual behaviour is rational. On the 
contrary it realises that in the majority of cases behaviour 
runs its course in “‘ dumpfer Halbbewusstheit oder Unbewusst- 
heit seines gemeinten Sinns.’’? ‘The interpretations thus 
arrived at remain, however, only hypothetical, owing to the 
following difficulties. There are repressed motives which are 
not easily accessible to the agent himself. Secondly, outward 
acts may in fact be differently motivated, and, thirdly, there 
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are frequently conflicting motives, the relative intensity of 
which can only be inferred from the final choice. It follows 
that verification is required, and this must aim at showing that 
the interpretation is (i) “ sinnhaft adequat,’’ that is to say, 
intelligible in terms of normal habits of thought and feeling, 
and (ii) kausal adequat, that is to say, that the sequence is 
in accordance with probability, or that (on the ground of 
experience) there is a chance of its always happening in that 
way. Sociological laws are, then, empirically established 
probabilities, or statistical generalisations of the course of social 
behaviour of which an interpretation can be given in terms 
of typical motives and intentions. Sociological method is a 
combination of inductive or statistical generalisation with 
“* verstehende ’’ interpretation by the aid of an ideal type of 
behaviour, that is, one assumed to be rationally or purposively 
determined. ‘The method is thus not psychological, though 
it would seem that a verstehende psychology would be helpful 
in accounting for the deviations from rational behaviour actually 
observable (p. 9). “The relation between history and sociology 
is formulated by Weber thus: History is concerned with the 
causal analysis of individual, culturally important actions, 
structures or personalities. Sociology, on the other hand, 
operates with typical constructs and searches for general rules. 
In this view he was to some extent influenced by Rickert, but, 
as the latter explains in the dedication of his work, Weber 
cannot be fitted into any category or school. He was at once 
a great historian and a systematist and in both directions he 
opened new paths.°® 

To the historically minded sociologists in Germany belongs 
also Alfred Weber, who has put forward important suggestions 
towards what has come to be:known as Kultursoziologie.6 His 
conception of sociological method is based upon a distinction 
he draws between social process, civilisation and culture. 
The social process consists in the successive appearance of 
typical social structures which seems to follow a definite order 
and can be traced, though naturally with individual variations, 
among the different peoples of the world. By the process 
of civilisation he understands essentially the growth of 
knowledge and the technical command over the forces of nature. 


5 For an interesting study of Max Weber’s views in the light of Husserl’s 
logic cf. Alfred Schtitz, Der sinnhafte Aufbau der sozialen Welt, Julius 
Springer, Vienna, 1932, and Tomoo Otaka, Grundlegung der Lehre vom 
sozialen Verband, Julius Springer, Vienna, 1932. 

6 See article in the Handwérterbuch. 
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This is a coherent growth following a regular order, trans- 
ferable from people to people, valid for all humanity, a process 
of discovery bound by the laws of causality. The process 
of culture, on the other hand, follows no necessary order. It 
is not unilinear or cumulative, but occurs sporadically in a 
series of “‘ protuberant-like ’’ outbreaks, revealing no necessary 
order or connection, except, of course, so far as the technical 
methods of expression are concerned. Culture can only be 
dealt with historically; that is, each case must be studied in 
its individual character, and it does not lend itself to the 
generalising methods of science. The business of sociology 
is to study these three processes in relation to each other. The 
older evolutionary point of view was, in Alfred Weber’s 
opinion, wrong in that it over-emphasised the civilisatory 
process. It therefore saw uniformities in development, and 
misconceived the nature of culture, which does not follow any 
definite order of growth. On the other hand, such a system 
as that of Spengler is doubly open to the objection that, firstly, 
it does not realise that the process of civilisation is unitary and 
not tied to any one cultural area and, secondly, the cultures 
of different peoples are not in any true sense homologous, each 
being unique, and, therefore, there can be no morphology of 
culture as Spengler imagines. In the light of these distinctions 
Weber has planned an investigation of the cultures of ancient 
Egypt and Babylonia’ which affords a good illustration of the 
way in which he handles sociological problems. It remains 
to be seen how far the method can be generalised. 


Professor MaclIver’s Sociological System. 

Maclver has much in common with the German sociologists, 
though his method is much more concrete and in closer touch 
with empirical observation and comparative study. Sociology 
is, in his view, the study of social relationships, that is relation- 
ships based on mutual awareness and the recognition of a 
common life. ‘The object of such study is the ‘‘ understand- 
ing’’ of social events, and by understanding is meant very 
much what Max’ Weber means by it, namely the discovery 
of motivation in relation to the complex and interconnected 
factors in the social setting or situation. But unlike Max 
Weber he lays no stress on the device of the ideal type, and 
he is readier than Max Weber to appeal to psychology. He 
adopts for his purpose a classification of human drives based 
on the distinction between attitudes, interests and motivations. 


7 See Archiv f. Soz. Wiss. und Soz. Pol,, p. 55. 


34 ECONOMICA [ FEBRUARY 


By attitude he means a quality or state of consciousness 
involving a tendency to act in a characteristic way on 
appropriate stimulation. Examples are friendliness, domina- 
tion, submission. He divides attitudes into those that imply 
a sense of inferiority in the subject towards the object of the 
attitude, those which imply a sense of superiority, and those 
which do not necessarily imply a difference of plane or status. 
Examples are fear or envy; disdain or patronage; distrust 
or competitiveness. Each class is subdivided according as the 
attitude is associative, restrictive or dissociative in tendency. 
Attitudes are modes of consciousness. Interests are defined 
as objects of consciousness. "They are ‘‘ any object or kind 
of object which seriously enlists our attention.’? Attitude and 
interest are correlative. Thus, for example, an interest in 
health or recreation implies an attitude of attraction towards 
these objects. The distinction is not very clear to me. ‘The 
difference between mode and object of consciousness appears 
to apply to interests just as much as to attitudes. For interest 
as ordinarily used refers to an abiding mood guiding and 
sustaining appropriate responses, and in such moods we can 
distinguish between the psychic state and the objects upon 
which it is directed. The third term ‘‘ motivation ’’ is not 
very clearly defined. It is described as ‘‘ the effective valuations 
which inspire our conduct, which subtly change our attitudes 
and interests’’ (p. 50), but no further analysis is given of 
its nature or its relation to the interests and attitudes. I find 
it more helpful in dealing with problems of human motivation 
to use the distinctions made by English psychologists, more 
particularly Mr. Shand, between instinct, emotion and senti- 
ment. Interests are really abiding moods within the organisa- 
tion of a sentiment or sentiments. Attitudes again are potential 
reactions or dispositions within sentiments or emotional 
systems, established or incipient, and valuations are judgments 
of approval and disapproval intimately connected with the 
emotions of joy, admiration, wonder, satisfaction. On this view 
of mental dispositions Maclver’s lists would have to be very 
considerably modified, especially in order to avoid confusion 
between emotions and sentiments. ‘The notion of sentiment 
is of especial importance in social psychology on the ground 
that with its aid we can do better justice to the subtle interplay 
of emotions and dispositions and the extremely wide range 
of feelings and desires which come to be variously connected 
with the objects of our interests. On the other hand, the 
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classification of mental dispositions into associative, restrictive 
and dissociative is novel and helpful, at any rate in a 
preliminary analysis, as is also the grouping on the basis of 
whether the dispositions imply a difference of level or status.® 

These psychological preliminaries are used by Maclver in 
his analysis of social structure. There are, he thinks, three 
broadly distinctive modes of grouping; communities, that is 
to say circles of people sharing a whole set of interests and 
not merely this or that particular interest; looser configura- 
tions such as social classes, which have no formal organisations 
but arise out of common attitudes and in response to common 
interests; and formal associations which are established for 
definite ends. The first two reveal more directly social 
attitudes, while the latter are more closely related to interests 
and can be defined functionally. The distinction between 
association and community is one which MaclIver has made 
familiar to English sociologists in his earlier works. In one 
form or another it has been widely used by German writers, 
since it was formulated by Tonnies in his early work on 
Gesellschaft und Gemeinschaft. Indeed all the recent writers 
in Germany devote a great deal of attention to this distinction 
and have made it the basis of their classifications of social 
groupings. 

On the basis of this threefold grouping Maclver deals in rapid 
survey first with community and quasi-communal groups such 
as social classes, with the family as on the border line between 
community and association, and finally with associations. 
These he classifies in terms of the kind of interests they serve 
and their durability. Interests, or rather objects of interest, 
differ according as they are instruments to the satisfaction of 
other interests, or are intrinsically valuable. The latter or 
primary interests include social intercourse, health and recrea- 
tion, sex and reproduction, religion, «esthetic appreciation and 
science and philosophy, and give rise to numerous associations. 
The former are described as secondary, and include economic, 
political and technological interests, and they also give rise to 
associations serving them. Intermediate interests are both 
instrumental and intrinsic, or in MacIver’s words utilitarian and 
cultural, for example educational interests and associations. The 
distinctions are reminiscent of those used by Tonnies and Alfred 
Weber and they are clearly useful in a preliminary classifica- 
tion. It is to be noted, however, that there is a danger in such 


8 Cf. the classifications suggested by Wiese and Plenge. 
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classification of forgetting that social groupings are historical 
entities which undergo great changes both from the point of 
view of the interests they serve and the clarity with which they are 
differentiated. Thus, for example, it is clear that the distinction 
between economic and political interests is differently drawn at 
different times and among different peoples, and they cannot be 
laid down once for all. Im some of MaclIver’s detailed discussions, 
for instance, of the State, it is not always clear whether he is 
giving an analysis of the actual functions of the association or 
whether he is asking what such functions ought to be. Another 
difficulty is due to the interweaving and overlap of interests 
in actual life, and the tendency for means and ends to pass into 
each other. The dominant interest may give us an initial clue 
to the nature of an association, but it will not take us very far 
in the interpretation of its actual working. 

From the account of social structure Maclver passes to the 
regulative principles of social life and to the problem of social 
change. Unlike many recent American writers he finds the con- 
cept of evolution of value in sociology. He traces briefly the 
various grades of the differentiation and diversification of 
interests which constitute the historical process. Evolution con- 
sists in a movement from a state in which the various interests 
are fused, to one of differentiated communal institutions, and 
later to one of ever-increasing differentiation and multiplication 
of distinct associations. Like Tonnies he asserts there has been 
a movement from community to association. He also works out 
in his own way the distinction between culture and civilisation 
which we have seen to be the core of Alfred Weber’s sociological 
work. In dealing with social causation he stresses the inter- 
dependence of inner and outer factors. Briefly his method is 
to study the way in which the universal desires of mankind are 
given varying valuation under particulgr conditions. Changes 
in valuation have to be brought into relation with changes in 
the efficiency with which the means needed for their realisation 
are rendered available. Social analysis consists in disentangling 
the complex of desires, motivations and interests in relation to 
the complex of means, opportunities and hindrances governing 
social responses. The study of concomitances and sequences and 
the use of correlations are only a preliminary step in the tracing 
of causes. We only achieve interpretation when we have dis- 
covered the nature of the adjustment between the inner and 
outer factors involved in the phenomenon. In his subtle and 
interesting analysis of this adjustment, MacIver has succeeded 
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in avoiding the one-sidedness alike of those who interpret social 
change as merely a reaction to environmental changes and of 
those who view human history as the expression of capacities 
inherent in human nature. The book is distinguished for its 
unity of design and for the great skill with which empirical 
and theoretical elements are interwoven. If it does not quite 
fulfil the promise held out in the preface to provide a complete 
system of sociology, it must yet rank high among recent contri- 
butions towards a synoptic sociology. 

I will now try to bring together the main points regarding 
the nature of sociology which have suggested themselves to me 
as a result of my brief survey of contemporary work. First, 
in regard to the scope of sociology we have noted the cleavage 
that still exists between those who wish to make sociology into 
a specialism dealing with the forms of social relationships, and 
those who consider that the business of sociology is to give an 
account of the whole growth and development of societies, and 
especially of the interrelations between the various aspects of 
social life. "To me there seems no necessary conflict between 
these two conceptions of sociology, and there is ample room for 
both. It must indeed be urged that they are necessarily related, 
and that the study of forms of relationships must itself take 
account of the historical or temporal character of social life. 
For (i) if by the forms of social life be meant the types of 
associations, institutions, such as forms of the family, 
of property or political organisation, I doubt whether they can 
be regarded profitably as identical and timeless entities. Their 
form is affected by the varying social life within which they 
are embedded. A category like common ownership, for instance, 
does not really mean the same thing in different economic 
systems. (ii) If by the forms of social life be meant the funda- 
mental types of the psychical bond, similar considerations 
apply. Vierkandt, who has worked out this conception most 
fully, himself stresses the historical and plastic character of 
the human mind, but he does not seem to realise the implica- 
tions of this admission for his method. If human nature is not 
constant, but receives varying content in the course of historical 

evolution, how can we be sure that what appears to us an 
irreducible element in human nature is not in fact a complex 
product of mental evolution? Can phenomenological analysis 
ever enable us to conclude, as Vierkandt repeatedly does, that 
certain types of experience are inborn, specific elements in 
human nature? It seems to me that the analysis of types of 
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experience must be supplemented by a study of the tendencies of 
the emotions and sentiments as reflected in behaviour, and this 
means that the method cannot be exclusively formal. 

I turn next to the relation between psychology and sociology. 
Here the prevalent tendency (with the exception of MaclIver) 
is to keep the two disciplines distinct. But closer examination 
shows, I think, that inthis endeavour none of the writers have 
been successful. Von Wiese’s treatment professes to confine 
itself to outward behaviour, but in analysing any social process, 
he has to take into account the inborn psycHical equipment as 
modified by the environment, though he confines himself to the 
‘four wishes’? which he borrows from the American socio- 
logists. Vierkandt calls his analysis phenomenological, but as 
we have seen, this is hard to distinguish from what other people 
call psychology. Max Weber’s use of the concept of ideal types 
frees him from the necessity of psychological analysis in a 
preliminary investigation. But in dealing with any actual situa- 
tion, the deviations from rational behaviour become important, 
and admittedly they cannot be accounted for save by a psycho- 
logical analysis of the irrational elements in the mental life. 
Indeed Max Weber himself admits the importance of psychology 
of the type he calls “‘ verstehende.’’ For certain purposes we 
may ignore the fine distinctions drawn by psychologists in 
dealing with human behaviour. We may with Max Weber 
regard that behaviour as “‘ intelligible ’’ which is in accord- 
ance with normal habits of thought and feeling. But these 
“normal ’’ habits will, in fact, be made up of a large number 
of variable forms and there is always room for further detailed 
analysis. Particularly in the study of social change the indivi- 
dual variations are of great importance, since it appears to be 
the case that vast changes are brought about by the accumula- 
tion of small variations. A study of,the forms of institutions 
must, it seems to me, benefit from psychology. Thus, for 
example, in examining monogamy as a form of marriage, it 
is surely highly relevant to take into account changes in the 
intensity of the desire for offspring, in the general attitude to 
women, in the refinement of the sentiment of love, in the 
prestige which formerly attached to large families. These 
factors are all interwoven with changes in economic structure, 
and these in turn depend in part upon psychological forces. 
We cannot assume at the outset that the psychological factors 
are unimportant relatively to the rest. 

On the historical and evolutionary side of sociology recent 
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work has brought out certain important distinctions. Alfred 
Weber and Maclver stress the distinction between culture and 
civilisation and argue that the order of growth appears to be 
radically different in the two spheres. But only the merest 
beginning has been made in the study of their mutual relations 
and interactions, though valuable suggestions in this direction 
are made by Alfred Weber. With regard to the process of 
civilisation itself an important distinction is drawn by Thurnwald 
between those processes that are cumulative and irreversible, for 
instance, technical discovery, and those that of necessity alternate 
between a number of limited possibilities, for instance, the 
forms of marriage, or systems of kinship. ‘There is urgent 
need for study of the interrelations between the various 
aspects of social development. In particular the study of the 
relation between the mentality of social groups and the social 
structure has hitherto been conducted in too general terms to 
be at all decisive. The broad correlation, for example, that 
Hobhouse seeks to establish between the growth of mind and 
society is based upon a classification of the stages of mental and 
social evolution which in its own way is illuminating, but 
which needs to be supplemented by more detailed comparative 
studies of a less ambitious kind. Maclver’s discussion on this 
point seems to me to be even more general and vague than Hob- 
house’s. Max Weber’s work on the relation between religious 
systems and economic development is of great importance in 
this connection and the growth of a Wissenssoziologie’ may 
prove helpful. A profitable line of inquiry, and one for which 
there seems to be abundance of material, is afforded by the 
relation between law and morals—a comparative study of which 
ought to throw light upon the influence of mental factors upon 
the growth of institutions. 


9 Cf. Mannheim’s article in the Handwérterbuch. 
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A Letter on the True Principles of 
Advantageous Exportation, 1818 


INTRODUCTORY NOTE. 


THE tract which is here reprinted was published in 1818 in London, 
and announced in the Morning Chronicle on January 30th, 1818. 
It was also reprinted in the same year, as the ninth pamphlet in 
The Pamphleteer, No. XXIII (Vol. XII). Efforts to trace its 
authorship have so far been unsuccessful. The publisher, J. M. 
Richardson, of 23 Cornhill, a bookseller and stockbroker, may also 
have been the editor, whose advertisement refers to “‘ his late 
friend, the author.’’ The bookselling business can be traced back 
in London Directories at least as far as 1765 (the name then 
being Richardson and Urquhart), and forward to the present-day 
firm of Messrs. Richardson and Company, East Indian Agents and 
Bankers, of King Street, S.W.1; but Mr. Raymond M. Richard- 
son, grandson of J. M. Richardson, is unfortunately unable to 
hold out any hope of the existence of any business or family papers 
which might throw light upon the question of authorship. 

The importance of the tract in the history of the theory of 
comparative costs will be appreciated if it is read side by side with 
Professor Jacob Viner’s scholarly and critical account of the well- 
known literature on that theory, recently published in the 
Weltwirtschaftliches Archiv (Band 36, Heft 2, October 1932: The 
Doctrine of Comparative Costs), It seems hardly possible that a 
tract printed twice in 1818 can have completely escaped the 
attention of economists, but I have traced no specific reference to 
it. Torren’s comparatively sketchy, outline of the theory in his 
Essay onthe External Corn Trade was published in 1815 ; Ricardo’s 
famous arithmetical example appeared in the first edition of his 
Principles in 1817. James Mill’s similar treatment in his Elements 
is dated 1819. Yet here is a formal, generalised statement of the 
main principle by an obvious master of precise theoretical exposi- 
tion who died before January, 1818. It was apparently written 
at the request of the editor, as a record of observations often 
made by the author many years previously “in the garden at 
L——.” His use of algebraic symbols in setting out the ratios 
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between the quantities of commodities, his method of ascertaining 
from these ratios which of a number of commodities can be most 
advantageously exported and imported, his demonstration that 
the ratios used may be either those of quantities of different com- 
modities within the same countries or of the same commodities in 
different countries, will bear comparison with, for instance, Pro- 
fessor Viner’s own lucid exposition well over a century later. It will 
be noticed that the author is concerned with selling prices rather 
than with costs of production, and that he takes account of the 
transport and other costs of trading. He does not concern himself 
with the question of the sharing of the benefits from trade, or of 
whether the ratios will change with the lapse of time, as the result 
of possible changes in rates of exchange or costs of production ; he 
is content to show that foreign trade will continue, in spite of 
rising costs of production in one country, so long as the ratios are 
not equal for all commodities. The anonymous author of this 
tract should take his place with Ricardo, J. S. Mill, Longfield, 
Mangoldt and Edgeworth as one of the outstanding exponents 
of the theory of international trade in the nineteenth century. 


ARNOLD PLANT. 
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Advantageous Exportation. 


IN REFUTATION OF CERTAIN POPULAR NOTIONS 
ON THAT SUBJECT 


LONDON : 


Printed by John Tyler, Rathbone Place, 
FOR J. M. RICHARDSON, No. 23, CORNHILL. 
1818. 


Price One Shilling. 


ADVERTISEMENT 


The Editor of the following Letter lays it before the 

Public in the same form he received it, unaltered, except 

in some few trifling verbal corrections. He conceives that 

by so doing, he best fulfils the intention of his late friend, 

the Author. The concluding passages are omitted, being 

on a somewhat different topic, and too desultory for 
publication, 
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A LETTER 
Ec. &c. 


[ HAVE not leisure, at present, for the Work you wish me to under- 
take ; and cannot, without much pain and difficulty, separate my 
thoughts on a general subject, and bring forward only such por- 
tions of them as bear on some particular branch of it; but as I 
every day see, more and more, the importance of setting in a right 
point of view the Principles of Profitable Trade, I will endeavour 
to pick out, and put together in a connected manner, those 
observations I have so often made to you on that subject, in the 
garden at L , and leave it to your discretion either to publish 
them as I deliver them, or (by first applying your taste and skill 
to the materials) to build them up into some handsomer form. 

I recollect the difficulty you had in believing that so simple and 
elementary a principle, and one so important in its application, 
should have escaped the attention of the writers on Political 
Economy; and now that so many years have elapsed, and 
these topics have been so often since discussed, I should not be at 
all surprised if in fact my ground be already taken possession of.— 
Well; you live in the busy world—look into the pamphlets and 
dissertations of the day, and see if there be any tolerably clear 
exposition of my principle already before the public :—if there 
should, suppress the observations I now send you. For myself, 
I have not yet seen anything that tends to clear up the mist which 
has hung over these points. 

I will first refresh your mind with a sketch of some of those 
erroneous opinions (as I call them) that are to be met with every 
day ; and then endeavour to state and illustrate the true principle. 
You will find the same things here that we have so often talked 
over; and though not moulded into that regularity which would 
properly fit them to be presented to the public, yet not less clearly 
put, I hope, than they appeared to you formerly. 

1. If there are two articles proposed, one of export and one of 
import, and the advantages and disadvantages of exporting and 
selling the one, and with the proceeds of the sale buying and 
importing the other, be discussed, it is usual, I presume, to take 
into consideration the price at which the one (the article to be 
exported) can be furnished at home ; and if it will not fetch that 
price, and even that price with a profit upon it in the other market, 
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the one to which it is to be carried, to say that such article is 
exported at a loss, and that loss is actually sustained by such 
exportation ; where the word loss is not used as a mere technical 
word expressive of a fact, but to denote real evil, real detriment. 

2. It is usual to consider the varied bounty or stinginess of 
Nature in various countries, and to say that where the soil is 
ungrateful, or the disposition and power of the native inapt for a 
particular work, there with great toil and expense to produce an 
article, and export it to a country where it can be more cheaply 
and easily grown, is, in the very nature of things, trying to carry 
on a preposterous trade. 

3. Again. A merchant selling a cargo in a foreign port at a loss, 
as it is called, (under prime cost, for example,) conceives that so far 
as that transaction goes, he suffers detriment ; and if upon settling 
his accounts at home, after the sale of his return cargo, he finds 
that his time has been, on the whole, profitably employed, he 
places it solely to the account of the great profit he had on that 
return cargo, still thinking that he really lost by the sale of his 
outfit ; but that the said profit on the return cargo was not only 
sufficient to counterbalance this loss, but over and above left him 
a reasonable net profit on the whole transaction ; and the states- 
men, patriots, and others who speculate upon such transactions, 
are apt to regard them as unfavorable to the country so exporting ; 
for though they allow (what they cannot deny) that the individual 
merchant has gained,? they are apt to say that the country has 
lost ; and moreover such trade is in fact in various ways dis- 
couraged. 

Now if the following investigation goes to show that these and 


1 There are instances where phrases that naturally and grammatically, as one 
may say, denote disadvantage, become the simple enunciation of a fact. 

Such phrases are no doubt used, at first, in their natural sense. They arise 
from an apprehension and belief of certain injurious consequences. The appre- 
hension may cease, and the phrase may remain. For example, the phrase ‘‘ the 
balance of trade against’’ did once evidently express the opinion that a trade, by 
which more gold or silver was carried out of a country than brought into it, was 
against, and injurious to that country. Now, perhaps, it only expresses the above 
exbenaon of that trade, viz., that by it, a diminution of gold and silver does take 
place. 

It may be observed here, by the bye, that it would be well to get rid of these 
phrases, whose defined meaning is at variance with the sentiment naturally 
excited by them: for even the well-informed and accurate are entangled occa- 
sionally ; and the mass of writers, readers, and talkers are absolutely unable, for 
five minutes together, to disenthral their minds from the influence of the natural 
import of the words. 

* It is not meant to be implied here, that whatever trade is profitable to the 
merchant and others employed in it, is therefore necessarily profitable to the 
country—(a trade may perhaps be very profitable to those concerned in it, and 
yet ruinous to the country,)—but only that no disadvantage to the country can 


be legitimately inferred from the circumstance of the exports being sold at or 
below prime cost. 
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the like reasonings and opinions are unfounded, it cannot be said 
to be merely conversant with verbal and nugatory distinctions ; 
nor, if its principles are true, to be unimportant. 

THE ADVANTAGE of any trade, where one article is to be 
exported, and either mediately or immediately to be exchanged 
for another to be imported, depends on the proportion between 
the quantities of the two articles that may be bought for the same 
price in the one market being effectually different from the pro- 
portion between the quantities of the same two articles that may 
be bought in the other market for one and the same price: that 
article, the home price of any proposed quantity of which will buy 
less of the other article (at home) than the foreign price of the 
same quantity of that article will abroad, being the one to export, 
and the other the one to import : in other words, that article (of 
the two) which is, relatively to the other, cheaper at home than 
abroad, being the one to export, and the other the one to import. 

Observe ; it matters nothing whether the article, thus com- 
paratively cheaper, be veally cheaper or dearer than in the other 
market ; but only that it should be cheaper, if paid for in that 
other article. As for example, silk stockings, bought with brandy 
in England, may be cheaper than in France. A gallon of brandy 
may buy more than in France; though perhaps, absolutely, silk 
stockings may be as cheap in France as in England, or cheaper. 

It is not necessary, here, either that one or the other of the two 
quantities supposed to be bought in the one market, nor that the 
price or sum proposed to buy them with should be the same as in 
the other market, but only that the cost of the two things be the 
same in the same market, and the proportion between the quan- 
tities of things effectually different in the two markets. 

Let A denote one species of goods, (of uniform quality,) B any 
other species. Let mA and 7B be equivalent quantities in the 
home market; and let mA, n+7.B (nB+7B) be equivalent 
quantities in the other market.* 

For the sake of simplicity, I have taken the quantity of A the 
same in both markets. Now it is evident that m is greater with 
respect to , than with respect to m-+-7 ; therefore, according to 
the above principle, the article A is proper to export and exchange 


* These multiplers, m, m, 7, are numbers of yards, of pounds, of gallons, of 
dozens, of units, etc., according to the nature of the articles. For example, if A 
be cloth, and B be hemp, and 50 yards of the cloth cost the same as 2 ton of the 
hemp, m and » denote 50 yards and 2 ton; or 100 yards and 4 ton; or &c. Let 
us take m and 7 to be 50 yards and 2 ton; then if in the other market (Russia, 
for example) 50 yards of the cloth cost the same as 3 ton of the hemp, »+y7 will 
denote 3 ton, and will denote 1 ton ; i.e. y will be $n. 


D 
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for B, provided that the ratio of m to n-+-7 be effectually* different 
from the ratio of m to n; or, to speak somewhat more loosely, 
provided -+r be effectually greater than ” ; i.e. provided 7B will 
pay, with reasonable profit, all the expenses of exporting and 
selling mA, and buying and importing and selling 7 +-7. B. 

For carrying out mA, he brings home +7. B, (nB+7B). The 
sale of nB replaces mA, and there is over and above 7B to pay the 
expenses ; and it is manifest that it is upon this excess of n+7 
above , and upon this alone, that the profit depends ; and not at 
all upon what mA sells for in the foreign market. For example, 
mA may cost ten times as much at home as what it sold for 


abroad ; yet the m-+-r. B, which is brought home, equally replaces 
mA, and leaves 7B extra.® 

Yes, that is true, it will be said ; but there is loss on the outfit ; 
there is loss on the sale of mA. Let us consider some of the absur- 
dities contained in that proposition. . 

No doubt if a merchant buys mA at one price, P, and then in the 
same place immediately sells it for less, he loses the difference. He 
will find his loss, by trying to buy any thing equivalent to P or 
mA ; for in what does the loss consist, but in his not being able to 
do that ? But how does this apply to another place and market ? 

He gave P for mA at home ; suppose, to put a simple case, he 
can sell mA abroad for }P, i.e. half the prime cost: in the first 
place, if he chooses his property (4P) to remain abroad, it is 
evident that he must pay all the expenses incident to its transfer 
there. But otherwise than that, he is not necessarily a loser. In 
some things his property (in the form of 4P now) is better than 


4 There might be a difference so trifling as not to be worth considering. In order 
to distinguish the substantial differences, that will really pay for freight, time, 
&c., from such nugatory ones, I use the word effectual. 


5 The value or price (at home) of 7B being 4 xX the price of ~B, or “x the 


e 
price of mA, (for mA and 7B are supposed to be equivalent,) is ~ ths of the capital 


supposed to be employed in purchasing the outfit. Call this capital (in pounds 
sterling) P; and call the expense of freight, &c., sP. Also let the average time 
employed be T years, and let c per cent. per annum be a reasonable profit ; the 


oe hae i arid 
value of vB is ae ; and the transaction is profitable, if ne be equal to or greater. 


than sP+P-+sP. 23,; i.e. (dividing by P) if = be equal to, or greater than 


s+iI+s. 4g. Example :—Let the time be a year, and the expenses of freight, 
&c. nothing ; and 5 per cent. be a reasonable profit.) teres—0 5 0 fc—— 5 


therefore s+-1-+s. oe becomes ;%.. and the transaction is profitable, provided 


Y 
i be as great as ;5, for then -P (the price of vB) will be ;8,ths or more of P; 
i.e. the profit 5 per cent. or more. 
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at home in the form of P. For example, it will purchase n+. B : 
whereas at home it would only purchase nB. 

In some things it is the same. For example, in the article A. 

In some things it is worse. For example, in the article P ; being, 
by supposition, only worth half the quantity of that article it was 
at home. 

But in general it is to be presumed (unless a case be purposely 
made to the contrary) that this mA, or its price }P, will purchase 
the same things that mA or its price P will at home, ice. if A is 
upon the whole in the same kind of estimation with respect to 
articles of general use as it is at home. 

If the merchant himself should stay abroad, and at the same 
time should unfortunately have a peculiar attachment to some of 
those articles for which A cannot be so advantageously exchanged 
as at home ; if, for example, he cannot be comfortable with using 
the article P in the same manner as the natives do, then he might 
truly be said to be, in some sense, a loser, besides the expenses of 
his journey, &c. But a merchant’s business is to send his property 
out, and bring it home again in another shape. Emigration is 
another concern. 

But suppose he was to carry home the $P ; would he not bea 
loser? Yes, certainly ; and so he would if he was to look about, 
and find any other article, C, whose equivalent with mA was less 
than its equivalent at home.—Suppose at home mA and dC to be 
equivalent, and in the foreign market mA and dC to be equiva- 
lent, then with respect to the article C, he is not so well off abroad 
with his mA as at home. And what prerogative has P, whether it 
be gold or silver, or any thing else, that it should be necessary to 
enquire into its relative value before he knows whether he can 
advantageously export A, rather than into the relative value of C ? 
Why not enquire into the value of coral, for example ? Suppose I 
found that coral (C as above) was twice as dear (compared with A) 
abroad as at home. Then I lose upon coral, if | import it ; and I 
lose (as they call it) in selling my outfit, if I keep my accounts in 
coral. Would this loss be imaginary ? And ifit be allowed to be so, 
how can the substitution of silver for coral make it real ? 

But further to show the absurdity, let us suppose it was con- 
trived that the merchant should never know the prices of A and B 
abroad. Suppose him to procure and bring home his -+7.B, 
without knowing any thing about that intermediate step, the 
selling mA for }P. Now let him be asked if he sold his mA advan- 
tageously. What will he answer? He cannot say whether he did 
or not! But he is asked, ‘‘ Did you lose (technically speaking) by 
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the sale?’ He cannot tell even that : he only knows that he has 
made a profitable speculation ; but whether he gained on the sale 
of mA, or on the sale of »-++7.B, or gained on them both, or gained 
on one and lost on the other, appears still undecided, in his mind. 
He is at liberty to imagine* the whole profit divided, in any pro- 
portion he pleases, between the sale of mA abroad, and the sale of 
n+r.B at home. He is his own master; his arbitrary mental 
determination is the same as fact. The fact, a thing gone by and 
settled, seems to conform to his will and pleasure! That is strange. 
Or he really does not know! That is strange again! that knowing 
all that has actually happened to him to him [sc] throughout the 
whole transaction, he should not know whether he lost any thing or 
not, in the course of it! ‘‘ The fox had a wound, but he could not 
tell where.” 

But, it may be said, surely if I get only $P for what I paid P 
for at home, I had better have carried out P: then I should have 
imported twice as much B as”+r7.B. Very true ; and so you had 
better have carried out dC, the equivalent in coral. You may make 
more profit upon C or P than upon A, yet good profit on that too. 
If more upon C than upon A, you lose by bringing home C for A, 
(4dC for mA, in the example before given,) and the same is true 
of P or of any other thing (allowing for variation of expenses of 
freight, &c.) that may be sold abroad for more of the article A 
than it can at home. The rule to know what article is (mercan- 


tilely speaking) most advantageous (expenses being the same) is 
obvious enough’. 


6] have heard, from pretty good authority, that this kind of fiction was 
formerly practised, year after year, by the East India Company, in the sale of 
their woolen goods at Canton in China. They were in the habit, I am told, of 
engaging the Chinese merchants to agree to allow them more than the market 
price for the woolens, on condition of having it deducted again by an extra price 
laid on the teas. The object of this shifting was (I am told) to prevent the Com- 
pany’s losing by the sale of their exports. I am perfectly aware that the Directors 
of the East India Company are too consummately skilled in mercantile affairs to 
have imagined that any increase of profit could really accrue to the Company 
from any shifting and juggling of this kind ; but if the anecdote be true, it would 
show, would it not ? that somebody is liable to be duped by it. The motive would 
be, I presume, to make it appear on the face of the transaction that no loss was 
sustained by the exports, and thereby to silence certain clamors at home. At 
any rate, whether the anecdote be true or not (and I do not vouch for it), the very 
circumstance that any person of sense should have believed it, and gravely have 
mentioned it to me as a skilful contrivance to evade loss, is sufficiently curious 
for me to bring forward as a case in point, showing the delusion that prevails on 
this subject. 

7 Let mA, nB &c. PS, qT, &c. be equivalent quantities in one market, and m’A, 
n’'B, &c. pS, q’T, &c. be equivalent quantities in another; and among all these 
let S be the most advantageous to export, and T to import. Then making a 


fraction, of the multipliers of S, and a similar one of the multipliers of T, the 
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There may be a hundred reasons for not carrying out the article 
which (mercantilely speaking) is the most advantageous. For 
example, it may be contrary to your religion, or to your super- 
stition, or to the laws of the country, or to the general interests of 
the country, or both to the laws and to the general interests, 
&c. &c. 

Does any man imagine, that upon carrying out an article of 
export, and procuring a good price for it, (in money,) he has 
exported at a loss, because, upon enquiry, he can find a species of 
goods, (coral, for example,) which, if it had been used for money, 
he would have lost upon ? And why is he to consider the value of 
silver, when he does not mean ultimately to deal in that article, 
rather than the value of anything else? Would profits be con- 
verted into losses, while the thing exported and the thing im- 
ported remain the same, by the mere circumstance of the medium 


quotients of these fractions, i.e. the quotient of e divided byZ, is the greatest 
possible, i.e. greater than any similar quotient formed by the multipliers of the 


articles—greater, for example, than a, divided by =. 


For since S is the most advantageous to export, and T to import, the excess 
of the ratio p : g above the ratio p’ : q’ is the greatest possible ; i.e. (p : qg)—(p’: q’) 
is a maximum. But this excess is the ratio pq’ : p’q; therefore pq’ : pg isa 
maximum; but when a ratio is a maximum, the quotient of the antecedent 


py 


divided by the consequent is also a maximum: therefore ’4 isa maximum. But 


this is the same as P divided by 2, which therefore is a maximum. Which was 


ts 


to be shown. _— 
To those who are not accustomed to the management of ratios, it may appear 
easier thus. Since ~’S, q’T are equivalent, so are any other quantities of S and T 


in the same proportion. Now if we multiply both p’ and q’ by the same multiplier 
ze. we shall not change their proportion, and we shall thereby have the quivalents 


Ps, PT ; where the multiplier of S is the same as in the other set, mA, nB, pS, 


qT ; inasimilar manner as we had formerly m the multiplier of A, the same in mA, 
nB, asin mA, n+y/.B. Consequently for the same reason that it was true there 
that the greater the profit, the greater must +r be with respect to m, it will be 


true here that the greater the profit, the greater must a qT be with respect to 


q; i.e. dividing both by q’, the greater must ah be with respect to rif 


The variation in the expenses of freight, &c., is not here taken into account. 

It may seem that since p, g, &c. include not only numbers but various de- 
nominations, as yards, pounds, &c. they cannot be properly compared together. 
In the first place, when we speak of the ratio of p to g, we may imagine the 
denominations set aside, and only the abstract numbers intended. But secondly, 
this comparison of unlike quantities is not at all necessary here; it has been 
used as being familiar, and to avoid complicated enunciation. The same results 
will take place, if, instead of comparing p with g, and p’ with q’, Kc. we compare 

with p’, and g with q’, &c. For the condition that makes a maximum of the 
difference between the ratios p : g and p’ : q’, also makes a maximum of the 
difference between the ratios p : p’ and g: q’. These two differences are in fact 
one and the same. 
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of exchange in the foreign country becoming coral or sugar, and 
so leaving silver and gold under the name of merchandize ? 

So long as the facilities of making or procuring things (inde- 
pendently of their prices) remain the same in a country, and the 
wants and wishes of mankind remain unchanged, that country has 
no need to fear a falling-off in foreign trade. Whenever a facility 
is diminished in any branch, without some new facility arising in 
other branches, there an actual loss must be sustained. In such 
case, certain articles would relatively rise at home. But if such 
diminution should take place universally—if, for example, it 
should ever happen that every article we now make or procure, 
should require twice as much labor and trouble at our hands as it 
now does; the relative values would remain the same, however 
scanty the supply might be ; and if universally except one article, 
the relative values of all other articles would remain unchanged, 
and there would be the same advantage in exchanging them abroad, 
one against another, as now. Also their values at home, in terms 
of that one quantity, (their prices in it,) would keep their propor- 
tion, but would be increased. 

Suppose the manufacture we most excel in should become twice 
as dear, and twice as difficult to make, in England as in foreign 
countries; and the one we least excel in, six times as dear and 
difficult to make;® it would be strange folly to persist in manu- 
facturing the article which requires six times the expense and 
trouble, rather than augment the produce of that which costs only 
twice the expense, and export the surplus in exchange. If, indeed, 
upon that evil happening to us, the foreigners would be so good as 
to make all things for us, the sum of labor and trouble in the world 
would be diminished. But we can procure nothing but by our own 
labor ; and if we do choose to work, surely we had better procure 
our things with the least trouble possible. Such a falling off in our 
strength, or our skill, or the properties of our soil or mines, &c. 
would indeed be an impoverishment of the nation, in the true sense 
of the word, but has nothing to do with converting the profit of 
foreign trade into loss. Fortunately there is no such evil threaten- 
ing us. Quite the contrary. If our manufactures in general do 
grow dearer, it is from a diminution in the value of silver. There is 
no increase of trouble or labor in making them. 

If these things be duly considered, it will appear that the danger 
of having our export trade injured by the rise in the price of our 
manufactures is merely imaginary. 

8 One might instance hardware and wine. 


THE END. 
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The Ricardian Theory of Profits 


By VicToR EDELBERG 


INTRODUCTION 


In the history of Economic Doctrine, the Ricardian theory of 
profit not infrequently plays the réle of the Cinderella of the 
classical system. Although by Ricardo and his friends it was clearly 
understood to be one of their most important propositions, by 
subsequent writers it has come to be regarded as that part of 
the system which is the least capable of being defended. The 
theory of value, the theory of rent, even the theory of wages— 
these are propositions which, with a little sympathetic under- 
standing, can be regarded as having a limited validity. But 
with the theory of profits it is different. No amount of sym- 
pathetic explanation can here be held to sustain what is obviously 
a mere confusion. 

It is the object of this paper to demonstrate that this view is 
completely erroneous—to show that so far from the Ricardian 
theory of profits being a mere extraneous confusion, it supplies, in 
fact, the ultimate synthesis of the classical generalisations and 
contains many of Ricardo’s most path-breaking innovations in 
analytical Economics. It will be shown that Ricardo focusses 
attention upon the fundamental feature of capitalist production— 
the production period ; that he states correctly the marginal pro- 
ductivity theory of interest and that, granted the assumptions 
from which he starts, his description of the conditions of 
stationary equilibrium is fundamentally correct. 

This paper falls into four parts; in the first an attempt is 
made to collate Ricardo’s various statements on the nature of 
capital ; in the second the Ricardian theory of profits is stated 
in the form in which it appears in Ricardo’s own writing ; in the 
third the theory is systematically restated so as to bring out its 
ultimate assumptions and its relation to modern work on the 
same subject; finally, in the fourth there are provided certain 
further elucidations of the doctrine that “ Profits depend upon 


wages.” 
51 
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ParT I 
RICARDO ON THE NATURE OF CAPITAL 


1. Ricardo’s observations on the nature of capital are, for the 
most part, to be found in Sections III, [V and V of Chapter I of his 
Principles of Political Economy and Taxation. On page 17 
(Chapter I, Section III), in the course of his discussion of value, 
we find the following passage: ‘‘ In estimating the exchangeable 
value of stockings, for example, we shall find that their value 
depends on the ¢otal quantity of labour necessary to manufacture 
them and bring them to market. First, there is the labour 
necessary to cultivate the land on which the raw cotton is grown ; 
secondly, the labour of conveying cotton to the country where 
the stockings are to be manufactured—which includes a portion 
of the labour bestowed in building the ship in which it is conveyed, 
and which is charged in the freight of the goods; thirdly, the 
labour of the spinner and weaver ; fourthly, a portion of the labour 
of the engineer, smith and carpenter who erected the buildings and 
machinery by the help of which they are made; fifthly, the 
labour of the retail dealer, and many others whom it is unnecessary 
to particularise.”’ Ricardo here regards “‘ the ship,”’ “ the build- 
ings and machinery,” etc., as the products of previous labour— 
that of the shipbuilders, “‘ the engineer, smith and carpenter,” 
etc., respectively. All capital goods are reducible to labour.? 

2. This example of the stockings shows that in “a state of 
society in which improvements have been made and arts and 
commerce flourish . . .”’ production involves a chain of processes 
and necessitates the adding together of various kinds of labour— 
from that “‘ necessary to cultivate the land on which the cotton 
is grown ”’ to “‘ the labour of the retail dealer and many others. 
...” It is here indicated that production which involves the use 
of capital goods is a “‘ roundabout ’”’ method of directing labour 
to the production of consumption goods. For example, the labour 
used to produce machinery is applied to the production of stock- 
ings when the machine is put into use. 


The idea is explicitly stated on page 25: “If fixed capital be 


1 Unless otherwise stated, the references throughout are to McCulloch’s edition 
of the Works, Le. to the reprint of the third edition of the Principles. The italics 
are merely an interpretive device of the present author and are not to be attributed 
to Ricardo—who seldom made use of them. 


( - Sea speaks of labour as being “‘ necessary to the formation of capital ” 
p- 18). : 
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not of a durable nature, it will require a great quantity of labour 
annually to keep it in its original state of efficiency, but labour so 
bestowed may be considered as really expended on the ( final) com- 
modity manufactured.” And labour applied in the higher stages 
of production, such as “ sailors, carriers, engineers and smiths,” 
is described as being “ more indirectly concerned ”’ in the pro- 
duction of consumption goods (p. 18). 

No further proof is needed that Ricardo had clearly in view 
the essential characteristic of capitalistic production—namely 
that it is an indirect method of applying labour to the production 
of consumption goods.® 

3. The above quotations emphasise chiefly the abstract 
relationship between capital goods and consumption goods ; 
that is to say, capital goods are shown to be produced as inter- 
mediaries and related to the final commodity as means are to ends. 
But what of the time aspect of “ indirectness ’’—which is so 
fundamental to any comprehensive view of the productive 
process ? 

The story of the stockings implicitly depicts production as a 
process through time. Clearly, considerable time must elapse 
between, for example, the growing of the cotton and the sale of 
the stockings made from that cotton. But it is in other passages 
that the time element is brought to the fore. For example, time 
is the criterion of Ricardo’s distinction between fixed and cir- 
culating capital: ‘‘ According as capita] is rapidly perishable, 
and requires to be frequently reproduced, or of slow consumption, 
it is classed under the heads of circulating or of fixed capital . . . 
a division not essential and in which the line of demarcation 
cannot be accurately drawn”’ (p. 21). And again: “ In propor- 
tion as fixed capital is less durable, it approaches to the nature of 
circulating capital. It will be consumed and its value reproduced 
in a shorter time, in order to preserve the capital of the manu- 
facturer ” (p.25). Again, on page 87, he says: “It is difficult to 
define strictly where the distribution between fixed and circu- 
lating capital begins, for there are almost infinite degrees in the 
durability of capital (goods). The food of a country is consumed 
and reproduced at least once in every year, the clothing of the 
labourer is probably not consumed and reproduced in less than 
two years, whilst his house and furniture are calculated to endure 
for a period of ten or twenty years ”’ (p. 87). 


3 This implies that the process is, roughly speaking, continuous. That is why 
Ricardo often speaks of capital as being ‘‘ annually maintained ”’ (i.e. replaced) 


(pe21). 
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It is evident that two propositions are here involved : firstly, 
the category of capital goods includes all the goods in process of 
(re-) production—the “‘ food and clothing of the labourer ’’ no less 
than the house and all other forms of fixed and circulating 
capital goods.t Secondly, the distinction between fixed and 
circulating capital (goods) is arbitrary and is merely a question 
of degree.® 

Outside the narrow range of the direct consumption of the 
services® of the hairdresser, the singer, the preacher, the masseuse, 
etc., there must be an interval of time between-“‘ the expenditure 
of labour necessary to the formation of capital’ and the moment 
when the ultimate product of this labour is consumed ; for, in the 
opinion of Ricardo, every good in process of “‘ manufacture ”’ is a 
capital good and the labour expended on its production “‘ may be 
considered as really expended on the commodity manufactured.” 

4. When he is not discussing the effects of capital on relative 
exchange value, Ricardo speaks not so much in terms of the time 
element in capital but rather in terms of the amount of capital 
relatively to the amount of population.?, The two terminologies 
are, in their content, identical; for, the total quantity of capital 
means, first and foremost, the amount of past labour incorporated 
in all forms of capital goods.’ The ratio of this pool of labour to 
the stream of labour applied to maintaining capital goods “in 
their original state of efficiency,” is the average time the units 
of labour stay in the pool of capital: it is the average period of 
productton—the time dimension of capital. 

To designate capital as ‘‘ accumulated labour ”’ is, logically, 
to assert that the nature of capital is two-dimensional: the 
volume of the pool is expressed by the product of the rate of 
inflow and the average time the inflowing particles remain in the 


4 Thus we are told elsewhere that ‘‘ Capital (in the sense of capital goods) is that 
part of the wealth of the country which is employed in production and consists of 
food, clothing, tools, raw materials, machinery, etc., necessary to give effect to 
labour ”’ (p. 51). 

5 In both of these propositions, Ricardo shows his superiority over many of his 
distinguished successors. Béhm-Bawerk, for instance, was afraid to include 
mes + the category of capital goods, whereas Ricardo included even food under 
this head. 

6 It could even be argued that no consumable good or service can be absolutely 
“direct ” : “ Even in the duration of the effects of a meal there is a small capitali- 
sation (waiting) involved ’’—Jevons, Theory of Political Economy, p. 297. 

7 This is to be seen most clearly in his Notes on Malthus, to which detailed 
references are made below. Sometimes (at least in chap. xxxi) Ricardo uses the 
term “ machinery ”’ in a sense identical with ‘‘ amount of capital per head,” or the 
time-dimension of capital. 

8 Professor Pigou establishes a very similar proposition, except that he calls the 
pool of labour ‘‘ the lake of capital.’? See his Economics of Welfare, third edition, 
chap. iv, on ‘‘ What is meant by maintaining capital intact ? ”’ 
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pool. The corresponding Ricardian terms are the “ population ”’ 
and the “ proportion which capital (accumulated labour) bears 
to the population.’” In sum, we may express the Ricardian 
conception of the nature of capital in modern terms by saying 
that he conceived capital as possessing two dimensions—a labour 
dimension and a time dimension.® 

Of the two dimensions, it is the time dimension which dominates 
Ricardian thought on the concept of capital. Thus it is not on the 
labour but on the time dimension that the rate of interest is 
shown immediately to depend. Furthermore, Ricardo urges the 
fundamental importance of the time dimension with more 
explicitness and force than we have yet indicated. Indeed, the 
main alterations in the text of the successive editions of the 
Principles were made entirely with a view to emphasising the time 
element in production.’° Ricardo shows that the relative prices 
of commodities depend not only upon the relative quantities 
of labour expended on their production but also upon the “‘ length 
of time before the commodity can be brought to the market ’”’—or, 
in modern terminology, are affected to a secondary extent by the 
average period of production of the commodity—during which 
interest is accumulated—and thus comprises a part of the price 
of the final commodity. Consequently, he writes of the ‘“‘ superior 
price’’ of one commodity being due to ‘‘the greater length of time 


® Ricardo also has two secondary conceptions of capital—one of which includes 
both ‘‘ accumulated ” labour and ‘‘ accumulated ”’ interest, while the other is the 
idea of capital as a complex of physical goods. The ‘‘ labour pool’’ and the 
“labour and interest pool ’’ concepts of capital are both in value terms, but the 
third is a ‘‘ real ’’ concept and, as such (we are glad to say), plays a quite negligible 
part in the Ricardian system. The following are the main places where the period 
of production is discussed: Principles, chap. i, sections iii, iv, v; Letters to 
MacCulloch, pp. 64-5, 69-71, 94, 153, 173, 174, 175, 178; Letters to Malthus, pp. 
179, 239; Notes on Malthus (Holland and Gregory’s Edition), pp. 24, 26, 28. 

10 In this way, chap. i is improved in the second edition. The chapter was 
divided into five sections each headed with a short summary as follows : (i) “ The 
value of a commodity, or the quantity of any other commodity for which it will 
exchange, depends on the relative quantity of labour which is necessary for its 
production. (ii) The accumulation of capital makes no difference in the principle 
stated in the last section. (iii) The principle stated in the foregoing section consider- 
ably modified by the employment of machinery as fixed capital. (iv) The principle 
that value does not vary with the rise or fall of wages, modified also by the unequal 
durability of capital, and by the unequal rapidity with which it is returned to its 
employer. (v) Different effects from the alteration in the value of money . . . or 
from the alteration in the value of the commodities which money purchases.”’ In 
the third edition, a few, but significant, alterations were made in chap. i and the 
chapter on machinery (chap. xxxi) added. In the second edition, the significant 
alterations are on pp. 29, 31, 36, 39, 40, which should be compared with the 
original version in the first edition, pp. 30, 31, 33, 38, 40, 41, respectively, Prof. 
Hollander’s footnote on page 14 of his edition of the Letters to MacCulloch facili- 
tated the collation of the first and second editions. Incidentally, there is an 
interesting paragraph (p. 41 in the first edition, p. 40 in the second and p. 28 in the 
third), the content of which should become clear in the light of the ensuing 
elucidations. 
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which must elapse before it can be brought to the market”’ and to 
‘profits being accumulated as capital” which is “ only a just 
compensation for the time that profits were withheld." 
“The degree of durability” is, for Ricardo, “ the same thing ” 
as the ‘‘ time which must elapse before the commodity can be 
brought to the market ” (p. 22). 

5. The most definite answer which Ricardo ever gave to the 
question “‘ What is Capital?’ is to be found in the following 
passage :# “‘ After the best consideration which I can give to the 
subject, I think that there are two causes which occasion varia- 
tions in the relative value of commodities; first, the relative 
quantity of labour required to produce them ; second, the relative 
time that must elapse before the results of such labour can be brought 
to the market. All questions of fixed capital come under the second 
rule, which I will endeavour to explain to you if you should wish 
Lis 

The Ricardian conception of capital is one of an indirect 
process of production whereby labour spent upon capital goods 
‘““may be considered as really expended on the commodity 
(consumption good) manufactured (ready at the end of the period 
of production.” Alternatively, his idea of capital is that it 
possesses two dimensions—one of labour and one of time. 


11“ Fifty oak trees valued at £50 each do not contain as much labour as a stone 
wall in Gloucestershire which costs £1,000 ’’—Ricardo, Letters to Malthus, p. 179 
of Bonar’s edition. 

This refinement is omitted in such “‘ applied ’’ discussions as ‘‘ Protection to 
Agriculture,’’ Works, p. 462. 

12 Tetters to MacCulloch, p. 65. 

18 Tn a passage which he inserted in the second edition of his book (p. 36), 
Ricardo points out that processes involving circulating capital involve the element 
of time—just as fixed capital does—and therefore render the labour theory an 
inadequate explanation of the relative prices of final goods. There is a tendency 
to confuse this inadequacy of the labour theory of value with the other kind of 
difficulty—namely, that, in practice, the labour force is not homogeneous. But— 
and this is important—the solution of, the ‘‘ heterogenity ’’ problem would still 
leave the time question unsolved—and it is the latter phenomenon which Ricardo 
strives to elucidate ; and, to a considerable extent, he succeeds. 

Moreover, the objection that Ricardo does not allow for qualitative differences 
of labour is a trivial one and is partly met by Ricardo’s reply that some scale of 
relative productiveness of different quantities ot labour is always established. The 
objection is trivial because, in fact, Ricardo provides an elaborate analysis of 
relative marginal productivities of two very different original factors—labour and 
land—in his theory of rent and diminishing returns on (old) land. 

It is noteworthy that, for example, the displacement cost theory of Pareto 
raises the same fundamental difficulty as the unqualified labour theory of value ; 
for both of these theories abstract, and therefore do not allow for, the element of 
time. It is one of the great contributions of Ricardo that he pointed out this 
fundamental weakness of all static, extra-temporal analysis 
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Part II 
THE RICARDIAN THEORY OF PROFITS 


1. The main propositions which Ricardo seeks to prove in 
regard to Profits are two in number and they are formulated on 
several occasions in the Principles. The conclusion which he 
attempts to establish states: ‘‘ that in all countries and at all 
times, profits depend on the quantity of labour requisite to pro- 
vide necessaries for the labourers on that land or with that 
capital which yields no rent.’’ This is the first proposition and 
the second maintains that if “ the land be of poor quality and... 
the importation of food is prohibited . . . accumulations of 
capital will be attended with great reductions in the rate of 
profit...” (p. 70). On page 66, the proposition is urged more 
boldly: ‘‘ The natural tendency of profits is to fall,”’ and on page 
178, both propositions appear in their quintessential purity. 
The first proposition now reads as follows: “ however abundant 
capital may become, there is no other adequate reason’ for a 
fall of profits but a rise of wages.’ The second proposition now 
asserts that “‘ the only adequate and permanent cause’ for the 
rise of wages is the increased difficulty of providing food and 
necessaries for the increasing number of workmen (on account of 
diminishing returns from land).” 

To render intelligible the first proposition (that profits depend 
upon wages), it is essential to recognise the meaning of Ricardo’s 
terminology. In the context of his theory of interest, Ricardo 
usually uses the terms “ the height of wages ”’ (as in this illustra- 
tion), to mean the wages bill as a proportion of the joint final 
product of capital (waiting) and labour; and secondly—this is 
the crucial point—the final product (corn) in question is only that 
which is the result of labour, the wages of which are invested or 
advanced by the farmer, on the no-vent land for one year," Thus, 


14 The difference between the two objects of proof may, at first sight, appear to 
be somewhat obscure but it is hoped that it will become fully apparent as this 
essay develops. ‘ 

15 Notice that the word “‘ reason ’’ and not the word “‘cause’’ is used. The 
significance of this distinction should become clear at a later stage. 

16 It is significant that in this proposition the word “‘ cause ’’—and not the word 
“reason ’’ is used. 

17 As the harvest is gathered in, the farmer has to put aside so much wheat for 
wages bill during the coming year—to pay the labourers who provide the next 
harvest at the end of the year ; i.e. the capitalist farmer has to invest the whole 
wages bill for one year before the return to the investment is ready. The invest- 
ment period in the Ricardian examples is one year for the simple reason that the 
farmer’s harvests occur at intervals of one year. Above, the essence of the first 
proposition is described. The details are studied in Part IV below. 
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in Ricardo’s terminology, the term ‘‘ wages ”’ usually means the 
relative share of labour in the final product of a one-year invest- 
ment of the ‘‘ advances ”’ to that labour. And the surplus product 
of the one-year investment over the wages bill invested for one 
year is the profit of the capitalist farmer for one year. The ratio of 
this profit to the advances is called the “‘rate of profit” perannum. 

Now it is obvious that the magnitude of this ratio varies 
inversely with the relative share of labour in the product of a 
one-year investment, i.e., the rate of profit varies in the opposite 
direction to the ‘‘ height of wages ’’—a “‘ rise of.wages is the same 
thing” as a “fall of profits.”18 And thus we have Ricardo’s first 
proposition that ‘‘. . . there is no other adequate reason for a 
fall of profits but a rise of wages.’’?® 

Ricardo’s second proposition that there is a tendency for 
profits to fall, on account of diminishing returns in agriculture, 
is stated as follows. The argument begins with a reference to 
the “‘ early stages of society when the supply of land is abundant. 
But as the society advances, increased difficulty of growing corn 
on land of worse quality is encountered” (pp. 61-3)?°. Next 


18 Pyinciples, p. 26, etc. For the sake of brevity, the classical writers often used 
the term “ profits’ where they meant the “rate of profits per annum.” It is 
usually possible to determine from the context whether the idea of an amount or 
of a rate is implied. 

19 This proposition can be set out symbolically and very simply in the following 
way: if W represents advances to labourers and Q the output of corn and 7 per 
cent. the rate of interest per annum ; and assuming that W is invested for one 


year, then 


ae 2—W x 100 % = (Z — ) X 100 %. 
Clearly,  % varies directly as ( —TI ) 


and, therefore, in the opposite direction to ud , or the “‘ wage ”’ in the Ricardian 


sense. That is the whole Ricardian contention. 

Some critics, such as Malthus and Jevons, have accused Ricardo of enunciating 
a mere truism when he says that “ profits depend upon wages.’’ We shall have 
occasion to refer to this question again at a later stage, but at present we are 
pe attempting to elucidate Ricardo’s language and not to evaluate his 
theories. 

The Ricardian method of analysing the phenomenon of interest consists in 
concentrating attention on what happens at the margin of cultivation and at the 
margin of investment (i.e. one-year investment). Since competition roughly 
equalises the rate of interest on capital in the various channels of investment, as 
Ricardo argues, the rate obtained in agriculture is a fair index of the rates obtained 
elsewhere. This is clearly stated by Ricardo on several occasions, and particularly 
well in a footnote on pp. 372, 379 and 380 of his essay “‘ On the influence of the 
low price of corn on the profits of stock.” 

20 The argument summarised in this section forms the content of Chap. vi, ‘‘ On 
Profits ’’—which, as its title proclaims, is especially devoted to the question and 
is, therefore, most suitable for purposes of summary. Thus, all quotations in this 
part of our paper come from that section. The essay “‘ On the influence of the low 
price of corn on the profits of stock”’ (1815), naturally covers the same ground, 
but is less mature and concentrated than the later versions in the Principles 
and in the essay “‘On Protection to Agriculture’’ (1822, Works, p 475). 
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follows a long numerical illustration showing that, as worse 
land is taken into cultivation, a greater and greater proportion 
of the output on the margin is absorbed by real wages, which 
cannot fall below the subsistence level. On the other hand, a 
smaller and smaller proportion is left for the farmers and since 
this is a surplus on the amount invested for the year, it registers 
a fall in the rate of interest. Nor is the argument at all modified 
if rent on the “ old” land is also taken into consideration?! (see 
pp. 61-4). The influence of successive diminishing returns in 
agriculture upon the rate of profit in industry in general is out- 
lined ; then follows a concise statement of the main doctrine. 
“The natural tendency of profits is to fall; for... the 
additional quantity of food is obtained by the sacrifice of more 
and more labour.”’ A reservation follows which throws some light 
through the darkness in which the whole argument seems to be 
immersed: “‘ this tendency, this gravitation as it were of profits, 
is happily checked at repeated intervals by improvements in the 
machinery connected with the production of necessaries as well 
as by discoveries in the science of agriculture, which enable us to 
relinquish a portion of labour before required, and, therefore, to 
lower the price of the prime necessary of the labourer.” But 
on Ricardian assumptions, population would now increase because 
of the increased supply of necessaries, and he is thus led to 
contemplate the case in which “‘ the whole receipts of the farmer 
(less rent) ’’ are absorbed by wages and concludes that “ there 
must be an end of accumulation ; for no capital can then yield 
any profit whatever, and no additional labour can be demanded 
and, consequently, population will have reached its highest point. 
Long, indeed, before this period the very low rate of profit will 
have arrested all accumulation. . . . Without a motive there 
would be no accumulation. .. . The motive for accumulation 
will diminish with every diminution of profit and will cease 
altogether when . . . profits are so low as not to afford them (i.e. 


21 It is noteworthy that this reference of Ricardo to the “ intensive ’’ margin 
of cultivation disposes of the popular superstition that the Ricardian theory of 
rent dealt only with the “‘ extensive ’’ margin of cultivation and neglected the 
“intensive ’’ one. Thus Ricardo writes (p. 62): ‘‘ The case of the farmer on the 
old and better land will be in no way different (as compared with the case of the 
extensive margin) . . . in consequence of the necessity of employing more labour 
and capital (sic) to obtain a given additional quantity of produce. A rise in the 
price of corn will always be equalled in value by the additional rent (stc). 

The margins of cultivation ave of course at the same time the margins of investment 
—i.e. the margins of extension of the periods of production. Hence, Ricardo reads 
off” the expression for the rate of interest as well on the margin of cultivation as 
on any other margin. It is evident that Ricardo’s entire productivity analysis is 
essentially ‘‘ marginal” and, indeed, it might be said that he is the founder of 


the marginal productivity analysis. 
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the capitalists) an adequate compensation for their trouble and risk 
which they must encounter in employing capital productively ”’ 
(pp. 67, 68). 

Finally come certain elucidations of the effects of accumulation 
on ‘relative shares.” ‘‘ Successive accumulations of £100,000 ” 
would bring ‘‘a constantly diminishing. rate of profit.” The 
total share of the capitalists would increase if capital increased, 
“though at a diminishing rate with every increase of capital. 
This progression, however, is only true for a certain time... 
but after capital has accumulated to a large amount, and profits 
have fallen, the further accumulation diminishes the aggregate 
of profits ’’—while that which is devoted to wages and rent will 
increase.?? 

At the close of the chapter, Ricardo summarises his main 
argument as follows: ‘‘ Whilst the land yields abundantly (real), 
wages may rise, and producers (labourers) may consume more 
than their accustomed proportion ... the stimulus will thus be 
given to population’ ; new and inferior land will be taken into 
cultivation, old land will be worked more intensively, and “ each 
labourer . . . will have less absolute quantity’’; output per head 
on the margin of cultivation (and of investment) will diminish 
and a greater proportion of that output “will be absorbed 
by (subsistence) wages ”’ and -‘‘a lesser will be devoted to 
profits. . . . This will necessarily be rendered permanent by the 
laws of nature which have limited the productive powers of land.” 


Part III 
THE DOCTRINE SYSTEMATICALLY RESTATED 


“ The truth of the doctrine I deem to be absolutely demonstrable, 
yet I think Mr. Malthus does not fully admit it.”,—RICARDO. 


§ 1. The Ricardian theory of profits involves five assumptions 
which it is necessary to keep continually in mind throughout the 
argument. They are as follows: 


22In the same passage a clear distinction is drawn between “ value” and 
“real ’’ productivity, of capital; between ‘‘ an increase of produce ’”’ and “ an 
increase of value.’’ Although Ricardo means something different (in labour 
terms) from Béhm-Bawerk when he speaks of value, yet it follows that Bohm- 
Bawerk is not justified when he urges that he is the only one, in the whole history 
of economic theory, to formulate the distinction between “ physical”? and 


“value” productivity. (Cf. his Kapital und Kapitalzins, or Smart’s translation, 
Capital and Interest. 
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1. That the supply of land? is limited and, hence, the law of 
diminishing returns operates in agriculture. 

2. That the growth of population obeys the “ subsistence 
law.” 

3. That knowledge of alternative methods of production is 
given and is constant. 

4. That as the amount of capital per head increases, the 
marginal productivity rate of interest falls, or, more 
exactly, the marginal productivity rate of interest and 
(as Ricardo hints) the marginal productivity of period- 
extension are a diminishing function of the average period 
of production. 

5. That the supply of saving is an increasing function of (a) 
the present income of individuals and (b) the rate of 
interest. 


It is desirable to examine these assumptions in somewhat 
greater detail. 

Assumption I. In most of his discussions, Ricardo realistically 
assumes that the only method by which the amount of land 
cultivated can be increased is by recourse to inferior soils and 
that, therefore, the extension of cultivation encounters diminishing 
returns to the increased quantities of capital and labour. But since 
—as will be shown—the law of diminishing returns as such (and 
not the particular way it shows itself whether by absolute limita- 
tion of land exploited or by recourse to inferior resources) is 
significant for the theory of profits, a simpler postulate will 
suffice for the purposes of our restatement. Therefore, we may 
assume that the supply of land is uniform in quality and constant 
in quantity. 

Assumption 2. The subsistence theory of population assumes, 
as Professor Knight puts it, that “labourers are produced at 
constant cost.’’4 It makes no difference to the Ricardian theory 
of profits whether the “ physiological” or the “ psychological Ss 
minimum level below which labourers cease to propagate is 
postulated. And Ricardo does not make it clear which sort of 
subsistence theory he assumes.”® ; 

Assumption 3. No new inventions and discoveries are supposed : 
‘‘ We will suppose that no improvements take place . . . so that 


23 Ricardo defines land as “‘ the original and indestructible powers of the soil,” 

24 Journal of Political Economy, 1928, article on “General Theory of Price. 

25 Ricardo assumes that the size of the population depends mainly on the supply 
of food. Cf. Letters to Malthus, xvi, xviii, xix, xx, xxi, and v; and for qualifica- 
tions, Ixxix, Ixxx ; and, of course, Chapter v of the Principles. 
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we may know what peculiar effects are to be ascribed to the 
growth of capital, the increase of population, and the extension 
of the cultivation to the more remote and less fertile land” 
(Ricardo, Essay on the low price of Corn and the Profits of Stock, 
p. 372 of the Works). 

Assumption 4. Ricardo’s example of the effects of successive 
accumulations of £100,000 has been cited above. Each additional 
accumulation increases, up to a point, the absolute share of the 
capitalists in the output of consumable goods but, “‘ at a dimin- 
ishing rate” (p. 68) ; and the real wages bill—‘‘ the demand for 
labour ”’—will ‘‘ continue to increase with an increase of capital 
but not in proportion to its increase, the ratio will necessarily be 
a diminishing ratio’? (Chap. XXXI, p. 241). These quotations 
obviously imply that the total output, which is merely the sum 
of the two shares (plus the landlord’s share—which, according 
to Ricardo is also increasing) must similarly grow at a diminishing 
ratio. 

The formulation of the capital productivity function just 
quoted and many others given by Ricardo** state the law of 
diminishing marginal productivity of capital—but not in its 
clearest form. They do not study the effects of the lengthening 
of the period of production considered ceteris paribus, but they 
consider these effects pari passw with the consequences of the 
growth of population (tendency to diminishing returns to labour 
on land). 

In its “ pure”’ form, the productivity function is set forth in 
an example in Chapter I,?” where Ricardo states that if the market 
rate of interest falls, it becomes profitable to work a two-year 
process where only a one-year process was profitable before ; and 
that the longer process needs only eighty-five men to secure a given 
output where a hundred were previously required. 

In this way “. . . is the public benefited by machinery: these 
mute agents are always the produce of much less labour than that 
which they displace.” (Thus eighty-five men in a two-year 
“ machine ”’ process displace—or produce the same output as— 
one hundred men in a one-year machineless process). And the 
benefit is in proportion to the durability of the machines (p. 27). 
And real wages, according to Ricardo, tend to rise. 

In brief, the example shows that as the period of production 
lengthens (e.g. from one to two years) the output increases, the 

26 Wicksell seems to have been the first to point out and carefully to analyse 


this example of Ricardo’s. See his Vorlesungen, p. 233, or Uber Wert, Kapital 
und Rente, p. 10. 


2” Cf. footnote 32 below. 
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marginal productivity rate of interest falls, and real wages rise 
—which is a very comprehensive formulation of the empirical 
law of (productivity of) the (average) period of production. The 
same law is often expressed by Ricardo in the form that the rate 
of interest varies inversely with the “ comparative quantity of 
capital and labour’”’—or the time dimension of capital?* (cf. 
Pp. 54-6 above). 

Assumption 5. Ricardo writes that “ without motive there 
would be no accumulation. . . . The motive will diminish with 
every diminution of profit and will cease altogether when profits 
are so low as not to afford them adequate compensation for the 
trouble and risk which they (the capitalists) must necessarily 
encounter in employing their capital productively” (p. 68). 
This passage invites one comment. It is a proved generalisation 
of economics that, within limits, the amount of saving may be 
either a diminishing or an increasing function of the rate of 
interest (the supply price of saving). Ricardo therefore appears 
to be wrong in regarding the function as, of necessity, an increas- 
ing one. Yet such must necessarily be the case near the equili- 
brium point for—as Ricardo puts it—‘‘ The farmer and manu- 
facturer can no more live without profit than labourers without 
wages ”’ (p. 68). In other words, the rate of interest cannot fall 
indefinitely without checking saving ; and the Ricardian assump- 
tion completely serves its purpose?® as a determinant of stationary 


equilibrium. 
Secondly, Ricardo argues that the amount of saving is an 
increasing function of capitalists’ revenue (income) : “ an increase 


of net produce (share of capitalist landlords) will act as a stimulus 
to saving from revenue ”’ (p. 239) ; and “‘ I have observed before 


28 See Notes on Malthus, p. 140: ‘‘ I contend that I have recognised the cause, 
the relative amount of population to capital’ which is a “ great regulator of 
wages (i.e. profits) ; and as regards the rate of interest: The only consideration 
of importance is the comparative quantity of capital and labour ”’ (p. 150). And 
Ricardo shows that the rate of interest moves in the opposite direction to this 
“comparative quantity ’"—viz. the period of production. This question is also 
touched upon in the following pages : 136, 140, 141, 144, 146-50, I5I, 152-4, 156. 
(Hollander and Gregory’s edition of the Notes; cf. pp. Ixxi ff. of Professor 
Hollander’s introduction.) -. 

For other references to Ricardo’s views on the period-productivity function, see 
Letters to Malthus (Bonar’s edition) nos. xv, xvi, xvii, xx (p. 49), lxxx (p. 203), 
xxxvi (pp. 98-99), xxxviii (p. ro), xlix (p. 120), 1 (p. 122), i. In the last of these 
Ricardo makes an obvious slip which is accounted for completely by “ the noise 
of the Stock Exchange ’’—where it was written—and is betrayed by “‘ the fear 
that I shall be more than usually incomprehensible.” . 

29 It may, of course, be argued against this that the rate of interest may fall 
indefinitely and that the incomes of investors may, nevertheless, continue 
undiminished ; this is true provided that the amount of capital increases indefi- 
nitely in inverse ratio to the rate of interest—but such a supposition 1s extravagant. 
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that an increase of net incomes, estimated in commodities, will 
lead to new savings and accumulations ”’ (p. 241). 

Assumptions 1 and 4 can be rigorously exhibited both analytic- 
ally and geometrically. Let us, for the purposes of illustration, 
take the simplest possible process of production through time. 
Let us assume that, at each successive moment, the total labour- 
(and land-) force is invested for a period of production T.* 
Let Q be the output of consumption goods; L the amount of 
labour per unit of land—the quantity of land being constant and 
equal to unity; and let T be the time dimension of capital (in 
our case, both the total and the average period of production). 


anen O=af (L 7). 
0Q 


The marginal productivity of the time dimension of capital =57" 


The marginal rate of interest—the rate per moment of time 


0g 


oT.Q 
The marginal rate of interest per yeas where, A d= 
I year. Bee C 


Diminishing marginal productivity and, therefore, diminishing 


30 These quotations come from Chapter xxxi concerning inventions and, 
incidentally, their effect in causing “‘ dynamic profits ’’ which, ceteris paribus, 
enable capitalists to save more. 

31 The simplest possible assumptions have been made and it is, therefore, 
difficult to find concrete instances, but one or two are suggested by Ricardo. Thus 
a process of production whereby the labour force is continually applied to the 
planting of oak trees which will be ready for utilisation in T years is a case in 
point. Maturing wine may offer another approximate illustration. This process 
of production can be represented by a rectangle, as in Fig. (a), where the original 
investment takes place at, say, zero hour, and re-emerges in the shape of the 
finished product at the end of a time T from the moment of investment. If the 
process of production and investment is continuous, then the area of Fig. (a) 
represents the stock of capital—i.e. the amount of capital K=LT, where L is the 
dimension of the thing originally invested (labour) and T the time dimension. 
Here T is both the total and 


the average period of produc- A 

tion. But in Fig. (6) the product 

in process does not merely grow > ihn < > < 
or mature, but is added to by ail ad; 

the services of the “ original SA 


factors of production’’ applied 
at a constant rate as the product 


travels through time towards its 
completion. In Fig. (b), the ay 


a 
= 


i 
labour dimension is L as in Fig. \ : , 
(a), but the average time dimen- ay 
sion (or, more exactly, the aver- x / 
age magnitude of capital in its A ret at 


time dimension) is 47, as com- 
pared with T in (a). It will } 
be noticed that all the capital (a ) ( £ 2 


assumed in the examples is circu- 
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marginal rate of interest, are assumed, i.e. ae <> e (N4). 


or? oT 
The undiscounted marginal productivity of labour =©0 
sayy h 
discounted =°¢ = w 
OL 


where w =the rate of wages. 
and it is assumed that this will tend to diminish as decreasing 


returns are obtained from land (assumption 1), i.e. aoa ar 


The Ricardian ‘“‘ Demand for Labour ”’ or the total wages bill 
—=W = wr. 
Total rent, sia <A where c is some constant and A is the 

w 

amount of land. 

Then the share of the capitalist—=Q—(W-+R) 

Finally, the labour dimension is assumed to have no effect on 
the rate of interest, i.e. — 

The productivity function Q=f (T,L) is represented by the 
surface S on the accompanying figure. 


if 


O 


lating, which adds to the simplicity of exposition. The triangle diagram is used by 
W.S. Jevons (of his Theory of Political Economy, third edition, Chap. vii, p. 230. 
See also p. 229), and also by Dr. F. A. Hayek (cf. his Prices and Production, p. 36. 
Dr. Hayek also employs a similar representation in his ‘‘ Paradox of Saving 

(Economica, May 1931). A most lucid and admirable treatment of all these 
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The co-ordinates, OQ, OL, OT, represent the total product, the 
labour divided by the constant quantity of land (A taken as 
unity) and the time dimension, respectively. Surface S may be 
conceived as the locus of the total productivity curve of the 
period of production such as is described in the footnote below, 
raised throughout its length by successive increments of labour 
(shifts in the OL direction), in a ratio decreasing on account of 
diminishing returns from the fixed quantity of land (A). So much 
for the laws of diminishing productivity. 

§ 2. We must now consider Ricardo’s analysis. based on the five 
assumptions we have just examined.®** Suppose that real wages 
are above the subsistence level. The state of the society may be 
‘early ’’ and natural resources bountiful ; or some invention may 
have brought about the rise in real wages. Assuming that the 
cause has been some discovery, the Ricardian postulate of 
stationary knowledge precludes the introduction of further 
improvements. From the classical principle, population must now 
increase in a geometric ratio. Each increase of population involves 
a new demand for savings to maintain that addition before its 
(final) product is ready. The savings so employed take the form 


fundamental problems of capital will be found in the work of K. Wicksell, referred 
to in the article. Perhaps the nearest description of the process of production 
assumed in our text, would be supplied by an imaginary case of wine maturing 
for many years after the original investment of the services of land and labour 
had been made. The dotted lines in the figures represent interest accumulated 
during the period of production. 

32 The productivity curve of the “‘ period of production T ”’ is a simpler method 
of showing the influence of the period of production on the output. The amount 
of labour is assumed to be constant. Geometrically, if the period of production is ¢ 


the marginal rate of interest is [Fr] represented by the ratio of the slope 


of the curve at qg and the ordinate ¢q (fig. 1). 

If the period is ¢ and (¢,—1,) is equal to one year, then the amount of interest 
per year is AQ and the rate of interest_per year is represented by the ratio of that 
increment to the investment ¢,g, made one year before. The idea of the marginal 
tate of interest per moment is easily grasped when the unit of time over which 
interest is earned is made infinitely small. This would be represented in the diagram 
(1) by the indefinitely close approach of lines ¢,g, and #,g,. The effect of the length 
of T or the amount of capital per capita upon the wages bill and the relation of 
the rate of interest to wages may be represented by Fig. (2). The amount of labour 
is supposed to be constant—as in Fig. (1). The vertical axis measures the logarithm 
of output ; this simplifies the representation of the marginal rate of interest which 
is now shown by the slope of the curve at any point. Thus a falling slope means a 
falling rate of interest. The log of the wages bill (discounted output) corresponding 
to any period of production ¢ is shown by the segment such as OW, or OW, cut off 
by the corresponding tangent. Thus the multiple relation between the period of 
production, the rate of interest and the wages bill is clearly exhibited. This 
diagram is borrowed from Wicksell (see Vorlesungen, p. 248; U.W.K.U.R., 
p.97; Untersuchungen, p. 40). 

33 Before proceeding, the reader may find it advantageous to turn back to the 


list of assumptions which, when clearly fixed in mind, render the task of following 
the ensuing deductions an easy one. 
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of extending the labour dimension of capital which is represented 
in our figure by a movement in the OL direction. 

Had the total capital (L x T) remained constant, then, since the 
labour dimension (L) is increasing, the time dimension (7) 
would proportionately diminish, and, from assumption 4,°* the 
rate of interest would rise. But on assumption 5% this rise would 
call forth new savings and thus the volume of capital would 
increase. Evidently, total capital may increase faster or slower 
than population, or at the same rate as the latter. The amount 
of capital per head depends then on the race between propagation 
and accumulation.** 

It could easily be shown that if the supply of land as well as 
labour increased at a constant geometrical rate, a kind of moving 
equilibrium would asymptotically be attained. Capital would 
then increase at the same constant rate as the population and, 
therefore, both the time dimension of capital and the rate of 
interest would remain unaltered. The entire current net savings, 
a certain proportion of gross saving, would be absorbed in support- 
ing each increment of population through its first period of 
production. 

In reality, however, the supply of land is fixed and therefore 
fails to increase pari passu with capital and population ; and the 
law of diminishing returns makes the attainment of eternal 
moving equilibrium impossible and, instead, leads towards 
stationary equilibrium. 

Assumption (1) requires that the marginal returns*? to increased 
labour from unincreased land fall sooner or later and reduce 
wages to the subsistence level—thus checking the increase of 
population. This result is evident when the amount of capital per 
head is supposed to remain constant. But this quantity does not 
remain constant, since the moment population is checked through 
diminishing returns from land new savings which previously 
went to extend the labour dimension of Capital now go to extend 
the time dimension. Such lengthening of the period of production 
increases the productivity of labour and, therefore, its real wages 
also.** Wages are once more above the subsistence level and, 


84 The rate of interest as a diminishing function of the period of production. 

85 Supply of saving as an increasing function of the rate of interest. 

36 This idea will be familiar to students of the classics. See especially Ricardo’s 
oe with Malthus on this question (Notes and Letteys—references previously 
given). 

37 Both the undiscounted and the discounted marginal productivity (marginal 
wages) must fall. 

88 This is best shown by our diagram (2) above. The idea may be stated in 
words by saying that because the amount of capital compared with the amount 
of labour increases, the marginal productivity of the latter tends to rise. 
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therefore, a fresh increase of population is stimulated. Again 
diminishing returns® are encountered, again wages descend to the 
subsistence level and again population is checked. The time 
dimension is once more extended and the whole process goes on 
in stages in the manner described. 

Ricardo explicitly describes this process of “ lengthening ’’4° : 
“ Machinery and labour,”’ he writes, ‘“‘ are in constant competition 
for capital” and in an “ old” country, “ with every augmentation 
of capital, a greater proportion of it is employed on machinery ” 
(p. 241). ‘‘ Machinery ’”’ here stands for the “ time dimension ” 
and Ricardo argues that new saving is directed more and more to 
extend this rather than the labour dimension of capital.‘ 

The lengthening of the period of production leads to a fall in 
the marginal productivity rate of interest (assumption 4). Neither 
would occur*? had not the increase of the labour dimension been 
impeded by the check upon the growth of population, by the 
scarcity of land—i.e. had not new saving been transferred from 
supporting new population to extending the period.‘ 

“ Thus we again arrive at the same conclusion ” as that which 
Ricardo “attempted to establish,’ that diminishing returns in 
agriculture are the underlying cause of the fall of the rate of 
profits which is “‘ necessarily rendered permanent by the laws of 
nature which have limited the productive powers of land ”’ (p. 70). 


39 The phrase ‘‘ diminishing returns ’’ is here, of course, to be understood in 
relation to land. 

40It may be imagined as roughly continuous and the whole movement of 
capital and population may then be represented by a point moving along the 
surface S in the direction OL to OT. Strictly speaking, it can be shown that 
lengthening the period of production necessarily involves an element of discon- 
tinuity but, with this reservation, our representation can be accepted as a useful 
approximation which avoids quite unnecessary refinements. 

41 On the same page, Ricardo shows that if land is abundant and population 
rapidly growing—as in America—there is ‘‘ not nearly such great temptation to 
employ machinery (more round-about methods) as in England where food is high 
and costs much labour for its production ”’ (i.e. where marginal productivity of 
labour is lower). He argues, therefore, that in America all the new saving is taken 
up to extend the labour dimension and that, therefore, there is no “ lengthening.” 

42 It should be constantly borne in mind that the “ time ’’ and the “ original 
factors’’ dimensions of capital are essentially asymmetrical. The “lengthening” 
of the former causes the rate of interest to fall, while the increase of the latter has 
no such effect ; i.e. the labour dimension of capital is ‘‘ neutral ’’ as regards the 
rate of interest and changes in it have no special tendency, ceteris paribus (the 
time-dimension being given) either to increase or to diminish the rate. 

43 Dr, Cannan does not notice that this lengthening is necessarily implied in the 
five assumptions of Ricardo ; and imagines a case in which labour increases faster 
than capital. Granted such a case, contends Dr. Cannan, “ Ricardo’s elaborate 
theory collapses.” (Production and Distribution, p. 288). We have shown that, on 
the Ricardian postulates, each increment of population presupposes, in the late 
stages of society, a more than proportionate addition to capital. Dr. Cannan 
supposes the contrary (a relative decline in capital) and his imaginary example 
therefore falls outside Ricardo’s assumptions, and cannot be advanced as an 


objection to Ricardo’s argument. 
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Thus in “‘ the late stages of society ”’ the growth of population 
is slowed down, the average production period continues to 
increase and the rate of interest to fall until at last it falls so low 
that no new saving is called forth (assumption 5). Then accumu- 
lation ceases, diminishing returns are no longer opposed, wages 
decline to the subsistence level and both labour and capital are 
merely maintained constant ; their race is finished, rents continue 
at a higher and profits at a lower uniform level; and, in this 
manner, is attained and determined the equilibrium of the classical 
stationary state.** 45 ‘ 

§ 3. It is now evident that the Ricardian theory of profits is 


44 Tf the point p on the surface S of our above diagram (see p. 65) represents the 
state of the society at any historical time, then the locus of f, the dotted curve, 
depicts the history of “‘ the society,” terminating at a point of stationary state (P) 


at which p= at is the ‘‘ minimum rate of profit ’—as Mill called it; and 
ag PF 
w= oF e is the subsistence rate of wages. 


From his theory of profits, Ricardo draws an important corollary that in the 
progress of society, prices of ‘“‘ commodities ’’ (manufactures) fall relatively to the 
prices of ‘‘ corn ’’ (agricultural products). According to Ricardo, this is so because 
the scarcity of land causes the marginal product of labour to diminish in processes 
where much land is used—viz. in agriculture—but has no such effect where a 
negligible amount of land is used—viz. in manufactures ; i.e. because the cost of 
corn falls relatively to that of ‘‘commodities,”’ (see, e.g. the ‘‘ Essay on the Profits 
of Stock,” p. 380-1 of the Works, beginning ‘‘ There aretwo ways. ...’’ In ‘‘ Pro- 
tection for Agriculture,” p. 475 of the Works, Ricardo writes: ‘‘ In the progress 
of society, there are two causes operating upon the value of corn (its marginal cost 
and, therefore, its relative price) ; one, the increase of population and the neces- 
sity of cultivating, at an increasing charge, land of inferior quality which always 
occasions a rise in the value of corn (relatively to ‘“‘ commodities ’’) ; the other, the 
improvements in agriculture or the discovery of new and abundant foreign 
markets which always tend to lower the value (relative price).’’ This is part of 
Ricardo’s theory of economic development and explains, for example, the present 
phase of exchange of English ‘‘ manufactures ’’ for American “‘ corn ’’ though, to 
the superficial view, U.S.A. appears more “ industrialised ”’ than England. 

“5 To conclude this section, it should be made clear that the analysis of the 
Ricardian theory of profits here presented does not claim anything more than 
a definitiveness not found in other commentaries. The credit for giving the 
first exact exposition of Ricardo should be given to Prof. Hollander who writes: 
“ Ricardo’s theory (of profits) succinctly stated was that, in a progressive society, 
the increase of income and the foregoing of expenditure results in the accumula- 
tion of capital. Such accumulation creates new demands for labour. The growth 
of population is, thereby, stimulated and additional food requirement compels 
the cultivation or improvement (sic) of inferior lands. . . . Ricardo’s rejoinder to 
Malthus’ opinion that profits were regulated by two causes, the productivity of 
marginal land (rather, on the margin of cultivation) and the relative supply of 
capital . . . was conciliatory ’’ (Hollander and Gregory’s edition of Notes on 
Malthus, p. \xxi of Prof. Hollander’s Introduction, Section V). The present author 
arrived at his conclusions quite independently and was the more gratified to find 
them supported by, perhaps, the finest critic of Ricardo. 

A similar interpretation of Ricardo’s Theory is expounded by Prof. Robbins 
(‘The Concept of Stationary Equilibrium,” Economic Journal, 1930, pp. 198-200). 


The present article has had the privilege of Prof. Robbins’s criticism and is similarly 
indebted to Prof. Hayek. 
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nothing less than a remarkable development of the Smithian 
theory of the stationary state. From the standpoint of the evolu- 
tion of economic science, the prime importance of Ricardo’s 
doctrine is precisely this, that it is the first instance of an analytical 
system of determinate** economic equilibrium, with its inevitable 
stress upon the universal interdependence of economic variables. 
True, the number of variables and the assumptions is not large 
but the PRINCIPLE of interdependence is none the less emphasised. 

The stationary state can hardly be regarded as a useful approxi- 
mation to an evolving world. Equilibrium analysis, therefore, is 
a purely methodological device—a stage towards a more dynamic 
investigation ; and such is its scope in the system of Ricardo. 
Having explained the tendency towards a stationary equilibrium ; 
i.e. the “tendency of profits to fall,’”’ Ricardo substitutes the 
assumption of discovery and invention for that of stationary 
knowledge. In Chapter XXXI of his Principles, an almost 
exhaustive analysis of the short—and long—period consequences 
of inventions is supplied. The effect of technological progress— 
as Ricardo shows—is to render the stationary state a goal “ from 
which . . . we are far distant.” 

It can easily be shown that, apart from the assumption of the 
subsistence law of population, Ricardo’s theory of profits— 
especially as modified by the postulate of invention—has an 
almost universal applicability. 


Part IV 


THE ForMULA “ Prorirs DEPEND UPON WAGES’ 
ANALYSED. 


, 


FURTHER 


“Tf it is a truism it is not an error, why 
then notice it as such?’’ — RICARDO. 


No single factor has contributed more to the misunderstanding 
of Ricardo than his formula, “ Profits depend upon wages.” 
For one thing, the term “ wages ’’ appears to be employed in a 
very strange way. For another, the word “depend” is as 
equivocal‘? as the word ‘‘ determine” in which as De Quincey 


46 Adam Smith’s stationary state is not determinate, for as Ricardo shows, he 
nowhere states that the attainment of the classical stationary state presupposes, 
among other things, the limitation in the supply of land. Cf. Ricardo’s Principles 
(Works, p. 174). See also J. S. Mill, Principles, Ashley ed, pp. 72 5-7, where Mill 
suggests that it is not quite certain whether Smith was unaware of the importance 
of the scarcity of land, or merely failed to state it explicitly. 

47 As De Quincey observes, the word has been a frequent source of confusion 
among the writers of classical economics—particularly on the subj ect of value, 
though also on profits. See De Quincey, Works, Vol. IX, Masson’s edition, 


Pp. 153, etc. 
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remarks, ‘‘ the esse and the scive principia meet and are con- 
founded,” i.e. the term can be used indifferently to express 
either causal necessity in the relations of the external phenomena, 
or the formal necessity in the relations of the.concepts of the mind 
in compliance with the canons of formal logic and mathematics. ** 
Therefore, the formula ‘‘ Profits depend upon wages,” apart from 
extraneous information, may be interpreted in either a formal or 
a causal sense. Ricardo intended it in the former sense and 
confusion must necessarily result if it be interpreted in the latter. 
Wicksell and Professor Taussig both interpret it in the latter 
sense?®; and both are, therefore, precluded from following 
Ricardo’s argument, that “ Profits tend to fall.” This mis- 
interpretation is bound up with that of regarding wages as merely 
money (or even as real) wages and not as a proportion ; for, once 
wages are understood as a proportion, it is evident that the term 
must be used arithmetically—i.e. in a formal sense. 

Now, the most prominent of Ricardo’s critics in this respect— 
Professor Cannan and Bohm-Bawerk*®*—certainly do realise that 
the formula “Profits depend upon wages ”’ is purely formal and 
that “ profits in this case are ‘a mere surplus’ and ‘a mere 
accompanying circumstance.’’’ But, for some mysterious reason, 
they both assume that if the proposition is indeed formal, then 
the rest of Ricardo’s argument must be false ; and that, therefore, 
“the classics were misled’? (Cannan) and have mistaken “‘ mere 
accompanying circumstances of the phenomenon for its cause ”’ 
(Bohm-Bawerk). The source of this misapprehension seems to lie 
in a failure to perceive the exact meaning of wages as a proportion 
in this context. This failure occurs even in the work of Senior, 


48 Cf. the classic essay on this aspect of methodology, by Schopenhauer, Uber 
die vierfache Wurzel des Satzes vom zureichenden Grunde: eine. philosophische 
Abhandlung (‘‘ On the four-fold root of the principle of sufficient reason.’’) A 
summary of this appears in English in the translation by Haldane and Kemp, 
World as Will and Idea, Vol. III (Appendix). London: Kegan Paul. 

49 Wicksell’s interpretation is causal in the sepse that he understands Ricardo 
to imply that diminishing returns raise money wages and that this causes entre- 
preneurs to adopt more capitalistic methods and therefore causes the rate of 
interest to fall. On this interpretation, diminishing returns are, of course, “‘ irrele- 
vant”’ (keinen Belang haben). Cf. p. 27 of his Finanztheoretische Untersuchungen, 
and p. 10 of W.C.U.R. 

See Taussig’s Wages and Capital, p. 172. Since Prof. Taussig does not see the 
exact meaning of “ wages,’ he accuses Ricardo of ‘‘ uncertain phraseology ’’ and 
even concludes that Ricardo “ gave colour”’ to the idea that the Wages Fund 
Doctrine is another version of the theory that profits vary inversely with wages. 
Taussig imputes to Ricardo the view that profits must fall because real wages 
cannot. But in other respects, Prof. Taussig’s work is valuable, and is, indeed, 
commendable for the emphasis it places on ¢ime in production. 

5° See BOhm-Bawerk, Capital and Interest (Smart’s translation, p. 81 ff.). He 
writes: “If we take the substance of Ricardo’s theory we find that Ricardo 
explains the rate of profits from the rate of wages .. and mistakes what are 
simply accompanying circumstances of the phenomenon for its cause.” 
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Longfield and Cairnes.*: It is perhaps not surprising therefore 
that the more recent critics should have failed to do justice to 
the doctrine. 

It therefore remains to analyse the notion of “ proportional 
wages” and render it as clear as possible. In the numerical 
example (Principles, p. 62-4) Ricardo makes the simplifying 
assumption that the annual output of “corn”’ on a farm at the 
margin of cultivation has a constant money value (£720) and 
that a constant number of men (ten) and a constant total capital 
(£3,000) are employed, and that the wages of the ten men are 
“advanced ” for one year till the next year’s harvest, embodying 
their total product, is reaped. As the margin of cultivation is 
extended (through more capitalistic methods in general), the 
proportion of £720 going to labourers increases and the share of 
the farmer diminishes. But since his total capital has not 
decreased, or has even increased in value from £3,000 to £3,200 
(Ricardo’s figures) the rate of profits, which is the ratio of absolute 
profits to capital, must have fallen. And since, on the above 
assumptions, the rise in the wages of ten men as a “ proportion ”’ 
is, at the same time, represented by a rise in the money wage of 
each man, it follows that an increase in the rate of money wages 
also expresses a corresponding fall in the rate of interest.5? Thus 
we arrive at the Ricardian formula that “ Profits depend upon 
wages ; and there is no other reason®? for a fall of profits but a 
rise of wages ’’—“‘ wages” being understood simultaneously as 
money and proportionate wages. 

The numerical example presents certain difficulties of detail. 
It is, for instance, quite superfluous to assume any specific 
amount of farmer’s capital. To assume, even for a moment, that 
it is of constant value is to throw into the background the funda- 


51 That is, they failed to notice and to point out that in order that wages, 
understood as a proportion, may express the rate of interest per annum, the period 
of labour investment must be taken—and is taken by Ricardo—to be one year 
long. See Senior, The Cost of Obtaining Money, 1830, pp. 99-103; Longfield, 
Lectures on Political Economy, Lect. VIII, pp. 158-79; and Cairnes, Some 
Leading Principles, 1874, p. 236. J. S. Mill’s restatement of Ricardo (Some 
Unsettled Questions of Political Economy, Essay on “‘ Profits and Interest,” first 
edition, pp. 99, 102, 104, 105) is—apart from the present article—the only one 
which is free from these deficiencies. He definitely states that the period in 
question is of one year’s duration and, moreover, reads off the rate of interest 
on the margin of period-extension : viz. at the concluding stage of a long-period 
process of production which Mill very ingeniously and significantly subdivides 
into successive one-year stages. 

52 This parallelism, which obscures the vital conceptual distinction, follows 
from a special assumption respecting production of precious metals. Cf. Works, 


p. 56. 

83 It is noteworthy that Ricardo employs the word “‘ reason ” and not the word 
“ cause ’’—which indicates that he must have felt that the proposition is purely 
rational (formal) and not causal. 
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mental Ricardian proposition that what causes the rate of 
interest to fall ‘‘ in the progress of society ’’ is the relative increase 
‘of the proportion capital bears to the population.’”’** Farmer’s 
capital is assumed constant merely to simplify the calculation of 
the rate of interest ; but logically this assumption is redundant. 

In its pure form*® then, Ricardo’s formula may be stated as 
follows: Since the wage ‘‘ advance ”’ in the example is made on 
the margin of investment, i.e. for one year before the emergence of 
the final product, and if Q be the (undiscounted) output of the 
men and W the wages bill, and 7 signifies the.rate of interest, we 


have; = (4-1) X Ioo per cent. p.a.5¢ 


It is then perfectly clear that the rate of interest 7 and wages 
understood as a proportion (W : Q) can vary only in opposite 
directions. 


Anticipating Jevons’ succinct expression aa the Ricardian 
construction of the rate of profit in terms of “‘ wages ”’ focusses 
attention on the margin of investment and by “ reading-off”’ 
the marginal rate of interest supplies one of the most powerful 
instrumental concepts in the theory of intva-temporal production. 


54 Recourse to more capitalistic methods in general is, of course, compatible 
with particular cases of farmers possessing a diminished relative quantity of 
capital—much capital may belong to the landowner, much capital may be in- 
vested in agricultural machine-making industry and, lastly, successive extensive 
margins may require a diminished capital. But these causal considerations fall 
outside the scope of Ricardo’s example which is merely arithmetical. 

55 T.e. leaving farmer’s ¢otal capital and fotal output unspecified. 

56 Cf. footnote 19 above. 
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A Parable on Savings and Investment 
By Joan Ropinson 


THE recent controversy between Mr. Keynes and Dr. Hayek has 
been extremely bewildering, but one important point of difference 
at least appears to have been clearly expressed by Mr. Keynes. 
In Economica, November 1931 (p. 391), he writes: 


“*Voluntary ’ saving, according to Dr. Hayek, always 
finds its way into investment. This is so because (in his view) 
an increase of saving means (cet. par.) a net increase of pur- 
chasing power directed to buying what I call ‘ investment 
goods’ but which Dr. Hayek calls ‘ intermediate products.’ ... 
In my view, saving and investment (as I define them) can 
get out of gear . . . merely as a result of the public changing 
their rate of saving or the entrepreneurs changing their rate 
of investment, there being no automatic mechanism in the 
economic system (as Dr. Hayek’s view would imply that there 
must be) to keep the two rates equal, provided that the effective 
quantity of money is unchanged.”’ 


In his rejoinder, Dr. Hayek definitely declares himself to be 
unable to understand this view, and with misdirected charity 
attempts to impute to Mr. Keynes opinions which would seem to 
Dr. Hayek to be sensible, but which Mr. Keynes would hold to 
be totally erroneous. Dr. Hayek’s last contribution (KCONOMICA, 
February 1932) seems to throw no new light on this central point 
of difference and perhaps a merely miscellaneous reader of the 
Treatise on Money may now step in with an attempt to elucidate 
the problem. 

I do not presume to speak for Dr. Hayek. I speak for the 
ordinary muddle-headed reader of economics, brought up in the 
Quantity Theory school, who is suddenly presented with the 
argument of the Treatise. I wish to state what seems to me 
the fundamental difficulty of such a reader in the simplest 
possible terms, leaving on one side all the subtleties and com- 
plications both of Dr. Hayek’s and Mr. Keynes’ arguments. 

It appears that no one finds any difficulty in accounting for 
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a divergence between saving and investment when there is at 
the same time a continuous increase in ‘‘ hoarding ’’ of money, 
that is, a continuous decline in the velocity of circulation or 
increase in unspent balances. We must therefore study a 
simplified case in which all incomes are currently spent on 
something, either on consumption goods or on securities, and 
see whether it is still possible that savings should fail to be 
invested. Starting from a position of equilibrium in which 
savings and investment are equal, suppose that voluntary 
saving increases, everything else remaining the same. Since 
all incomes are being spent, this must mean that the demand 
for goods goes down, and the demand for securities goes up. 
Mr. Keynes tells us that this will lead to a decline in the 
price of consumption goods, but need not lead to a rise in the 
price of securities. He is admittedly a little vague about the 
connection between the price of securities and the value of new 
investment goods (the I of his equations), but it is clear that 
there must be a close relationship between them, and if old 
capital (securities) does not rise in price, there is no reason 
to expect an increase in the price of new capital, and so an 
increase in the value of investment. 

At first the simple-minded reader finds this extremely odd. 
He immediately asks himself: ““If the public take to spending 
more money on hats and less on boots, the price of hats goes 
up and the price of boots goes down, and after a short time the 
output of hats goes up and the output of boots goes down. Why 
is not the same thing true of capital goods and of consumption 
goods?’’? Mr. Keynes’ opponents appear to have common sense 
on their side. 

But a moment’s reflection will show the simple-minded 
reader that he has been superficial. The price of goods is not 
directly affected by the amount being produced, but by the 
amount coming on to the market. Suppose he had thought, not 
of hats and boots, but of gold and green peas. The daily supply 
of green peas coming on to the market, and therefore the day- 
to-day price of peas, depends upon the current output, but the 
price of gold (in a country in which gold is not money) does not 
only, or even mainly, depend on the output of the mines, but 
upon the amount put on to the market by the owners of gold 
which was mined long ago. Now, when the demand for peas 
falls, their price is reduced and they are sold at a loss, but the 
rise in the demand for gold calls forth buried treasures, and 
the price of gold rises very little. Thus the price level of the 
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two together falls. The simple-minded reader finds that the 
Quantity Theory of Money has led him to concentrate too much 
on Demand. He had been apt to forget Supply. He knew that 
a change in the flow of money directed on to the market will 
alter prices, but somehow or other he was always overlooking 
the fact that a change in the daily flow of goods coming on to 
the market is just as important, and just as likely to occur, 
even apart from changes in the volume of production. 

He is not yet any nearer, however, to solving the main ques- 
tion. The stocks of gold are not inexhaustible, and sooner or 
later there must be some increase in the price of gold, and 
there will be some increase in new mining. In the long run the 
output of peas will fall and the output of gold go up, just 
like the outputs of boots and of hats. To illustrate Mr. Keynes’ 
argument, we must suppose that it is not a rise in the price 
of gold, but the very same fall in the price of peas which 
caused them to be sold at a loss, that has caused an increase 
in the supply of gold coming on to the market. The market 
gardeners, finding that they have made a loss on peas, are 
obliged to dig up their buried gold to sell instead. The increase 
in the demand for gold is exactly matched by an increase in 
supply coming on to the market, and its price need not rise 
at all. At this point common sense objects that the market 
gardeners would not finance their losses entirely by selling 
gold.- They would cut down their expenditure. But Mr. Keynes 
points out that this would merely be to pass on the loss (and, 
in our parable, the necessity to sell gold) to someone else. 
After a bewildered pause over the famous Widow’s Cruse, the 
simple-minded reader realises that he is intended to suppose 
that the output of goods is unchanged in spite of the change 
in price, and that employment in the pea gardens will not be 
reduced by the fall in the price of peas. I shall return to this 
point later on. Mr. Keynes’ unnatural assumption simplifies 
the argument without, I believe, destroying its general validity. 
For the moment we may let it pass, but it is important always 
to remember that this assumption has been made. 

Having come so far, the simple-minded reader once more 
realises that he had been inclined to overlook Supply. It now 
seems perfectly possible that the increase in demand for gold 
should leave its price unchanged. He is now beginning to get 
the drift of the argument in the Treatise. If, in the parable, 
he substitutes for green peas all consumption goods; for gold, 
titles to capital; and for mining, new investment, he begins to 
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see what Mr. Keynes is at. But he is still not satisfied. He 
has only shown that the price of securities (gold in the story) 
will not rise by assuming that it does not. With the same dis- 
regard for the rules of logic the opposite case can equally well 
be maintained. Assume that the price of gold rises to just 
such an extent that the profits of the gold-miners, on the new 
gold which they are currently selling, offset the losses of the 
market gardeners : then there are no net losses, and the demand 
for gold of the new savers is not met by a supply of buried 
treasures dug up and put on to the market, but by the enhanced 
value of the new gold coming from the mines. And equally, 
on any other assumption, the total supply of gold, coming from 
the mines and out of old accumulations, is equal to the total 
demand, coming from saving and from profits. Any change in 
the value of the newly mined gold produces compensating 
changes in losses and profits, and consequently compensating 
changes in the digging up of gold hoards or the accumulation 
of them. At any price of gold there is equilibrium between 
demand and the supply coming on to the market. 

It now seems to the simple-minded reader that the price of 
gold may be anything it likes. But here his first false start 
comes to his aid. He at first supposed that some members of 
the community (neither the market gardeners nor the new 
savers) owned gold which they dug up when its price was tend- 
ing to rise. He was evidently supposing that they ‘‘ took a 
view ’’ on the price of gold, and were prepared to sell as soon 
as the market price rose above their figure. The story can now 
be completed thus :—First saving increases, and the price of 
gold tends to rise. The gold-holders sell out, thus preventing 
the price from rising. Meanwhile the price of peas has fallen, 
and an amount of gold corresponding (at the existing price) to 
the total increase in saving is now coming on to the market. 
The tendency for a rise in the price 6f gold is checked, and a 
new equilibrium is established with the same volume of spend- 
ing as before, no increase in the holding of unspent balances, 
and no change in the price of gold. The only change is the 
fall in the price of green peas, and the unhappy situation of 
the market gardeners. In Mr. Keynes’ equations, S has 
increased, I’ remains the same, therefore P has fallen; I remains 
the same, therefore ; has fallen. At this point Mr. Robertson! 
steps in with a complicated argument about the sequence of 
events in time, but anyone who has followed the story so far 


1 Economic Journal, September, 1931, Pp. 402. 
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will easily be able to judge between him and Mr. Keynes. It 
is the first step which is difficult. The notion of a class of 
speculators (the gold-owners of the parable) separate from the 
other persons in the story is clearly a drastic simplification of 
real conditions, but if it were not the case that some such 
class of speculators existed, it would be impossible that any 
transactions should ever take place on the Stock Exchange. If 
everyone became a bull, or everyone a bear, at the same 
moment, the price of securities would be constantly fluctuating 
between infinity and zero. No one who wished to sell could 
find a buyer, and no one who wished to buy could find a seller, 
and no transactions would ever take place. ‘These ‘‘ specula- 
tors ’’ need not be professionals. They are merely any owners 
of securities who will be prepared to sell out when the price 
rises sufficiently. 

We have here, evidently, the clue to Mr. Keynes’ somewhat 
mystifying references to a ‘‘ state of bearishness.’’ He 
describes it as a given demand curve for liquid assets in terms of 
the price of securities. It might equally well be represented 
as a kind of supply curve connecting the price of securities 
with the total amount of securities held by the speculators. At 
each price there is a certain volume of securities which the 
speculators will hold. The curve which shows this relationship 
may be called the speculative supply curve of securities. If this 
supply curve is given, the price of securities is determined by 
the amount in the hands of the speculators. For each amount 
of securities held by the speculators there is a certain price, 
and if the amount they are required to hold does not fall, the 
price of securities cannot rise. But if the demand for securities 
from new savers continued day by day without any additional 
securities coming from the makers of consumption goods (who 
are making losses), the stocks of the speculators would gradually 
decline and the price of securities would gradually rise. 
Actually, the makers of consumption goods are selling their 
commodities at ‘a loss, and, on the assumption (admittedly un- 
real) that output remains unchanged, they are obliged to sell 
out securities to the full extent of their loss, that is to the 
full extent of the saving. It is the combination of the trans- 
actions of the speculators and the sales by loss-makers which 
keeps the price of securities from rising in spite of the increase 
in demand for them. ‘Thus, if it were not for the sale of gold 
by the market gardeners, the price of gold would rise as soon- 
as the stocks of the speculators ran low. And if it were not 
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for the speculators the price of gold might be at any level. 
And at any level there would be equilibrium. It is the “‘ view ”’ 
of the speculators (which we assume to remain unchanged) that 
determines which of all possible prices shall be the actual 
price of gold. Of course, Mr. Keynes would be the first to 
admit that in any actual case the ‘“‘ state of bearishness ”’ 
would not remain constant in this way. The speculators’ 
supply curve is always shifting, the ‘‘ view’’ that they take 
always altering. The change in savings, in fact, would be 
likely to lower it. As we all know, the price of securities is 
anything but stable, and a change in the price of consumption 
goods would never in fact leave the ‘‘ view ”’ of the speculators 
unchanged. We have supposed that a single speculative supply 
curve for securities remains in force throughout the story, 
merely to simplify the problem. The point of the argument is 
not to illustrate what is likely to happen, but to show that 
something in fact may happen which, if the view of Mr. 
Keynes’ adversaries were correct, could never occur. By this 
means we are able to see the chain of causation which deter- 
mines the price level of securities. The price of gold, in 
the parable, depends on the supply curve of the speculators. 
By altering their ‘‘ view’’ they can make the price of gold 
whatever they please. In our story they kept it unchanged. 
They might have raised or lowered it. But, on our assump- 
tions, all savings are spent on gold, and all losses are met by 
selling gold, so whatever the price of gold, the total value of 
the amount to be sold is equal to the total value of the amount 
to be bought. The price of gold is independent (upon these 
assumptions) of the volume of new savings. Thus we find that 
the price of securities depends on the speculative supply curve 
(assuming that the banking system does not alter their assets 
and so the amount of money). If this supply curve does not 
alter, the price of securities will not alter. Their price is deter- 
mined by this supply curve, and will not rise merely because 
the demand for them (new savings) has increased. 

Exactly the same argument would apply to consumption 
goods. As long as stocks of consumption goods are available, 
if speculators in consumption goods “‘ take a view’ on their 
price, the price of goods will be determined by the speculative 
supply curve of goods, and not by the current flow of new out- 
put. But since new production is a very high percentage ot 
the total stock in the case of consumable goods, this influence 
upon their price level is relatively slight, while in the case 
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of capital goods it is of preponderating importance. "Thus even 
when we allow for the existence of speculation in consumption 
goods, the difference between consumption goods and capital 
goods, though only a matter of degree, is very great. Stocks 
of consumption goods available for speculation must be small, 
because they are perishable and awkward to hold. The current 
output cannot be held off the market for very long, and once 
they have passed out of the hands of professional dealers the 
public will not usually resell them. Some cannot be resold 
because (like green peas) they are eaten up at once. Others 
are not perishable, but they are less easy than capital goods 
to buy and sell at second hand. I might prefer to sell my grand 
piano when the price of pianos goes up, but then I could no 
longer play it, whereas cotton looms can be sold ten times a 
day, and go on weaving cotton, without anyone in the mill 
knowing who owns them. Stocks of consumption goods available 
for speculation are thus very small relatively to current output. 
The speculators cannot hold the price constant in the face of 
any considerable change in demand, even if their ‘‘ view ”’ 
on the price of consumption goods remains constant. A rise 
in demand rapidly exhausts stocks, and leads to a rise in 
price. A fall in demand quickly saturates the capacity of 
dealers to hold stocks and leads to a fall in price. The amount 
of capital goods in existence, on the other hand, is very large 
relatively to current new output, and any that are in existence 
are readily bought and sold. The day-to-day price of consump- 
tion goods thus depends mainly on current output, and the 
day-to-day price of capital goods depends mainly not on current 
output, but on dealings in titles to capital produced long ago. 

To summarise the whole argument, if all incomes are 
currently spent, and there is no change in the effective amount 
of money, then, when there is a change in demand, more money 
being spent on securities, and less on consumption goods, the 
price of consumption goods will fall, but the price of securities 
need not rise; producers’ losses will call forth a supply of 
securities, which, whatever their price may happen to be, is 
exactly equal to the demand for them. And their price will be 
determined, quite independently of this increase in demand, 
by the speculative supply curve of the holders of securities. 

If my interpretation is correct, the simple-minded reader 
(along with Dr. Hayek) has a rightful grudge against Mr. 
Keynes. If what he meant was so simple, why must he have 
made it appear so hard? The distinction between consumption 
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goods and capital goods, over which Mr. Keynes casts such an 
air of mystery, turns out to be merely one of degree, and, more- 
over, to be one which has always been well known. ‘The 
difference between the forces determining the price level of 
consumption goods and the price level of new capital goods 
(P and P’ in the Treatise) was, after all, perfectly familiar from 
our general notions of supply and demand. ‘There was no need 
for him to make us work so hard to find it out. 

This account of the matter is a drastic simplification of the 
argument of the Treatise, still more of the conditions of the 
real world, but the simple-minded reader, with this clue in his 
hands, can return to the Treatise with more confidence, and 
may in the end hope to discover how it is that Mr. Keynes 
and his opponents have got at cross purposes. 

Before we leave him to return to those distracting pages 
(140-146) in Book III of Volume I, we must say a word about 
his first difficulty—the Widow’s Cruse. Mr. Keynes has now 
admitted that in that passage (p. 139) he was tacitly assuming 
that output was unchanged although the price level was falling. 
Evidently he, like the rest of us, had been misled by his up- 
bringing into keeping his eye on Demand and forgetting Supply. 
In fact when P, the price level of consumption goods—in our 
parable the price of green peas—begins to fall, the market 
gardeners do not only economise by cutting down their con- 
sumption of peas, leaving the total sales of gold unchanged. 
They will dismiss men and produce fewer peas. Clearly if the 
current supply of peas is perfectly elastic, the price of peas 
cannot fall, even though there is no speculation in peas. ‘The 
decline in demand for peas will show itself entirely in a reduc- 
tion of output. Now neither the assumption of a perfectly 
elastic supply of current output of consumption goods nor Mr. 
Keynes’ assumption of a perfectly inelastic supply is sufficiently 
realistic to be interesting. Actually the supply of goods in the 
short period is likely to be fairly inelastic, but not completely 
so. The difference in Mr. Keynes’ argument, however, made 
by introducing more plausible assumptions, is far less than 
might be expected at first sight. When men become un- 
employed they do not live upon air. They must continue to 
spend money, although they are earning none. Then what they 
spend must either come from their past savings, or from their 
friends and relations, or from the dole. If their spending comes 
out of their own past accumulations, there will be dis-saving. 
If it comes out of the current savings of their friends, there 
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is a reduction in the net amount of new savings, and the original 
excess of savings is reduced. If it comes out of a dole financed 
by selling Treasury Bills, new securities are forthcoming. And 
each of these methods of financing the unemployed will absorb 
the new savings just as effectively as the sale of securities 
due to the losses of the makers of consumption goods. It may 
be objected that the unemployed men will not spend as much 
as they spent when they were in work. But in so far as they 
spend less than before, the demand for consumption goods falls 
still further, and more unemployment is created. In so far as 
what they do spend is at the expense of consumption by someone 
else, the same effect is produced as if they curtail their own 
consumption. If their friends finance them at the expense of 
consumption, or if the dole is paid out of taxation which falls 
on consumption, unemployment will continue to grow. It will 
grow until it becomes impossible to curtail consumption any 
further, so that the expenditure of the unemployed must come 
in the end from a sale of securities or from a reduction in the 
excess of savings which first caused the trouble. Unemploy- 
ment will continue to grow until in one way or the other the 
whole flow of new savings is being currently absorbed. 

Thus the new savings are bound to find a home somewhere. 
Hither they are matched by new investment, and do not upset 
equilibrium, or they are offset by a reduction in saving else- 
where, or they are matched by sales of securities coming either 
from losses on consumption goods, or from dis-saving, or from 
sales to finance the dole. If there is not enough new invest- 
ment to match them, they will create losses and unemployment, 
and so create a demand for themselves. If we rule out ex hypo- 
thesi the possibility of savings accumulating in unspent money 
balances, it is clear that purchases of securities must be equal 
to the net amount of savings, but in so far as new investment 
is insufficient to provide securities on which the whole flow of 
savings can be spent, losses and unemployment will make up 
the difference. It does not follow that because the purchase of 
securities is equal to saving, the amount of investment must be 
equal to saving. 

Mr. Keynes’ assumption that the whole excess of saving over 
investment is accounted for by losses on consumption goods, and 
the consequent sale of securities, is thus only a simplification 
of the problem and does not falsify his argument. Once more 
the simple-minded reader may accuse Mr. Keynes of causing 
him a great deal of unnecessary trouble. It was naturally hard 
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for him to realise when he first read on page 139 of the Treatise 
that he was expected to visualise an acute slump with full 
employment, and a trade boom without any increase in output, 
but once he has seen his way through this difficulty, it ceases 
to be very important. 

My attempt to reconcile Mr. Keynes and the simple-minded 
reader of the Treatise has been only rudimentary; many im- 
portant complications have been left on one side. But once the 
problem has been examined on the simplest possible assump- 
tions, it becomes easier to deal with the intricacies of the argu- 
ment of the Treatise, and the still greater intricacies of the 
problems presented by the real world. 
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Pagan Tribes of the Nilotic Sudan. By C. G. SeLicMAN and 
BRENDA Z. SELIGMAN. With an Introduction by Sir Harold 
M. Macmichael. London: Routledge. 1932. Plates and 
Text Figures. Maps. Pp. 565. 42s. 


Dr. and Mrs. Seligman have produced one of the great books 
on Africa. By a happy combination of personal research with a 
critical use of material collected by others, and by a union of 
anthropometrical, sociological and linguistic methods, they 
have, to a very considerable degree, solved ethnological prob- 
lems that for a long time have vexed Africanists. "The area 
they deal with is the southern Sudan which, unlike the Muham- 
madan north, is pagan in religion and is divided up among a 
bewildering number of tribes. Early explorers of this region 
were primarily interested in geographical, zoological and 
botanical facts; they recorded incidentally many of the habits 
and peculiarities of the people; but it is only within the last 
quarter of a century that precise scientific study has been made 
of customs and religion. Dr. and Mrs. Seligman were among 
the pioneers in this field. In 1909-10, 1911-12 and 1921-2 they 
undertook investigations in various parts of the Sudan. Their 
work, brought to an end by Dr. Seligman’s illness, was carried 
on by Dr. Evans-Pritchard who has placed his notes at the 
authors’ disposal. Dr. A. N. Tucker has added some of the 
fruits of his linguistic surveys. Past and present members of 
the brilliant Sudan Civil Service—Mr. J. H. Driberg in 
particular—have contributed largely, as well as missionaries of 
long experience. All this material has been welded into a whole 
in a manner only possible to experts with the wide knowledge 
and deep insight which Dr. and Mrs. Seligman possess. ‘The 
book has a high scientific value, and for that reason has also 
practical value. As Sir Harold Macmichael says in his Intro- 
duction (which voices weighty opinions on the importance of 
anthropology to administrators): ‘‘ There is rich pabulum in 
this book for the student, and it will prove a godsend to the 
administrator, for his need to understand more fully the politico- 
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religious outlook of the tribes Sgt to his charge has been 
constantly before the authors.’ 

The authors clarify the problem at the outset by distinguish- 
ing between the dolichocephalic and the mesaticephalic peoples. 
The map on page 11 shows the former to occupy more or less 
continuously the low swampy areas along the Nile. They are 
divided into two units, Nilotes and Nilo-Hamites, both being 
the result of the mixture of Negroes and Hamites—the 
Hamites being, of course, a Caucasian folk who pushed their 
way into Africa from te in a series of waves. ‘These 
hamiticized Negroes are distinguished not only by their long- 
headedness, but also by their tall stature. The authors have 
little doubt that stature greater than that of either parent is 
one of the results of the union of Negro and Hamite. The mixed 
tribes also exhibit the darkest skins. While these are intrusive, 
the mesaticephals—including Nuba-Fung, Azande, and many 
other groups—represent an older population. There are 
striking cultural differences between the two groups: the 
dolichocephals being, for one thing, essentially pastoral and 
the mesaticephals agricultural. 

Dr. and Mrs. Seligman have laid the foundations of a scientific 
study of the peoples of the Sudan. They do not claim to have 
done more. ‘To describe exhaustively these numerous peoples 
would need a shelf-full of books; and no person living knows 
sufficient to write them. About 300 pages are devoted to the 
Shilluk, Dinka, Nuer, Bari and Lotuko; if the remainder have 
only 200 pages given to them it is because material is lacking. 
Attention is chiefly concentrated upon the social fabric and the 
people’s attitude to the supernatural, because, as the authors 
rightly state, rules of land tenure or criminal procedure are 
useless to the practical man unless these are first understood. 
Where the material is adequate it is arranged under five heads: 
Regulation of Public Life; Kinship, Family Life and Marriage ; 
Religion ; Rain-making ; Death and Funeral Ceremonies. We 
imagine that Mrs. Seligman is responsible for the full treatment 
of the kinship systems which is a very valuable part of the 
work. ; 

Unlike certain other field-workers the Seligmans do not indulge 
in comparisons and tracing origins. ‘They allude, however, to 
the scarcity of evidence that the southern Sudan was influenced 
by Egypt. The figures on page 35 show clearly enough that the 
Egyptians of the fifth dynasty artificially deformed the horns of 
cattle in a manner identical with that of the Nuer to-day, and 
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Dr. Seligman considers, on grounds that do not convince us, 
that the custom spread from Egypt up the Nile, not in the 
reverse direction. Some other cultural traits may have come up 
the Nile. Much more than the authors say could be said about 
the relationship between the Nile folk and those of the interior 
of Nigeria and the Gold Coast. The association of number with 
sex is a slight example of similarities in practice. The Acholi 
of the Nile connect “‘ three’ with a girl, ‘‘ four’ with a boy; 
in the Northern Territories of the Gold Coast, as shown in 
numerous instances by Captain Rattray, the number four is 
the woman’s number and three the man’s. More important is 
the likeness between the ten’dama of the western Nankanse and 
the wun tim of the Acholi. In many tribes, east and west, this 
functionary—the ‘‘ owner of the land,‘‘ ‘‘ Father of the land ”’ 
—holds extensive powers of a spiritual sort. Only he, as the 
Seligmans put it, “‘ possesses the necessary magico-religious 
knowledge to make cultivation on that land successful ’’—that 
is to say, on the land which his ancestor was the first to clear 
and till. That ancestor may be immanent in him; in any case 
he is the representative of the ancestors in their relation to the 
land—and that relation is very close in most parts of Africa. 
He comes to have considerable temporal power also. Among the 
Nuer, for example, ‘“‘ he is endowed with personal sanctity and 
authority so great that it is improbable that his decisions were 
ever seriously disputed in the old days.”’ 

For all who have dealings with Africans it is of vital 1m- 
portance to understand the nature of the authority before which 
the African bowed in the days before the Europeans introduced 
new and revolutionary ideas. It is quite certain that mere 
physical force did not control them: the power of their leaders 
rested upon ideas. Dr. and Mrs. Seligman have thrown much 
light upon this significant fact. Apart from the Shilluk there 
was little of what we should call organised government, and 
the Shilluk king derived his power from the belief that he was 
the reincarnation of Nyikang, a deified ancestor, and intimately 
associated, if not identified, like the divine king of the Nigerian 
Jukun, with the fructifying forces of nature. Great attention is 
deservedly given in this book to the rainmakers, whose powers, 
temporal and spiritual (if the distinction means anything for 
Africans), are analogous with those of the ‘‘ owner of the land.”’ 
These men are virtually the rulers in many tribes. 

Captain Rattray has pointed out the mistake that Europeans 
have made by ignoring the ten’dama; the same lesson is drawn 
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by the Seligmans in regard to the rainmakers. It was easy 
to ignore these men, for they kept in the background and some 
other person was pushed forward (or he pushed himself for- 
ward) when the white man arrived and demanded to see the 
“ chief.”’ When the Seligmans visited a Nuba tribe they 
asked the mek to meet them at the foot of the hill. A certain 
man arrived to do the honours of the place, and it was only 
after the lapse of days, when the community had become con- 
vinced of the harmlessness of their visitors, that these were 
introduced to the puluagi, the rainmaker and real head. In this 
instance the man who came forward had been chosen as the 
people’s intermediary because of his personal skill and 
bravery. The rainmaker was forbidden by the nature of his 
office to leave the hill, and to keep inviolate his sanctity it 
was necessary to have somebody to go beyond the precincts 
when summoned by Government officials. It is easy to imagine 
what troubles might arise when a tribe did not put forward such 
a dummy and met the demands of the all-powerful Government 
with a blank refusal. ‘‘ We lay some stress upon this matter,” 
the Seligmans say, ‘‘ because it appears to us that we have 
here the explanation of some (certainly not all) of the difficulties 
that have arisen in the district, and we believe that an adequate 
realisation of the relative importance of rainmakers and their 
executive officers (where the latter exist) and of the peculiar 
sanctity which forbids the former to leave their hill, may remove 
a source of friction.”’ 

Once again, anthropological research is proved to be a 
necessity for the good government of backward peoples. 

EpwIn W. SmiIrTH. 


Hunger and Work in a Savage Tribe. By AupREY I. RIcHARDS. 
With a Preface by PRoFESSOR B. Matinowsxi. London: 
Routledge & Sons. 1932. Pp. 238. ros. 6d. net. 


In this work, which in its original form was presented as a 
thesis for the Ph.D. degree of the London University and was 
revised in the light of subsequent experience gained during a 
period of research in Central Africa, Dr. Richards explores an 
entirely new field; the social and cultural functions of nutritive 
processes. When a person eats he performs an individual action, 
something that nobody can do for him. Why he eats, and what 
goes on within him after he has eaten, are matters for the 
physiologist. But a moment’s reflection will show us that since 
people do not normally eat alone and are dependent largely 
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if not entirely upon others for the production and preparation 
of their food, nutrition is a social activity, and as such is a 
study for the sociologist. The social organisation of the ‘ primi- 
tive’ man is held together in a very considerable degree by 
the strength of nutritive ties. The nutritional system is as 
complex as the reproductive, which has received a very large 
share of attention; but the institutions centred around the bio- 
logical need of food had not been adequately noticed until Dr. 
Richards undertook this study. She breaks new ground; and 
her work is full of suggestion both for ethnographical field- 
workers and the economist. Dr. Malinowski, who in his preface 
shows proper pride in the achievement of his brilliant pupil, 
well says: ‘“‘ Were the present book only to force the field- 
worker to keep his eyes and his mind open to the immense 
réle which food plays in primitive societies, it would become a 
landmark in the history of anthropology. But the book does 
much more: it equips the student with new methods and with 
a conceptual apparatus; it provides us with a new outlook on 
the nature of primitive processes which I am confident will 
bring forth rich results in future observations of native life.’’ 
Dr. Richards selects the South-eastern Bantu of Africa for 
particular examination, but draws illustrative material from 
a wider field. In her very competent exposition she adopts the 
biographical method, beginning by a study of the life-history 
of an individual from birth which shows that the first human 
relationship formed by the young organism is largely (‘‘ almost 
entirely’) nutritional. Nutritive dependence, she maintains, 
is the dominant element on which the child-to-mother sentiment 
is built. That tie is not severed at weaning; at least until an 
African marries he relies chiefly on his mother for food. But 
when he is weaned he shares meals with other members of the 
family group and some regulation of conduct becomes neces- 
sary. ‘The customs which govern the manners of eating are 
sociologically of great importance. Dr. Richards believes that 
it is largely by training in the manners of the “‘ table” that the 
savage child gets his sense of the status and functions of his 
different kinsmen. In such communities the menace of starva- 
tion is real, and to guard against it some system of mutual 
assistance within the tribe must be adopted. ‘This leads to the 
formation of ties beyond the narrow family group. Successfully 
to exploit his environment man evolves complex schemes of 
co-operation, and these call for co-ordination of effort. Autho- 
rity and social status are almost universally based upon the 
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power of using or controlling supplies of food or the natural 
sources from which they are derived. A whole complicated 
structure is thus built up upon a biological necessity. A con- 
sideration of this leads Dr. Richards to study the formation of 
family sentiment, the extension of family functions to wider 
kinship groups, the economic organisation proper, and the 
supplementary value acquired by food as a symbol of these 
complex human relationships. Her treatment of the sacralisa- 
tion of food is very suggestive and many readers will find it 
the most valuable part of a valuable book. She points out the 
interesting fact, verified by herself in Africa, that the savage 
has a keener discrimination than we have of the taste and 
texture of food; he experiences more violent changes of 
alimentary sensation than we do. The strong effects account 
for the belief that eating is, to a certain extent, a magic act. 
The changes produced within him makes him sometimes feel 
as though possessed by new powers and he reproduces the ali- 
mentary states deliberately that he may experience their mental 
correlates—by fasting, for example. So digestive disturbances, 
e.g. by the use of emetics, are produced artificially for reasons 
of ritual. Beliefs founded on sensations aroused by eating are 
expressed in taboos and other restrictions. Objects of diet are 
centres of a double sentiment; a man wants to eat something, 
wants it badly, but is reluctant because of some notion instilled 
into him in regard thereto : the resultant conflict is solved by some 
form of sacralisation by ritual. This is seen in regard to cattle, 
some kinds of game and vegetable products. Miss Richards 
also points out how acts of preparing and consuming food come 
to figure as symbols in primitive rites and legal transactions. 
The gift or sharing of food symbolises union, as when bride 
and bridegroom eat together as the essential part of the mar- 
riage ceremony. On the other hand to refrain from eating 
with a person signifies separation. In treating commensualism 
Dr. Richards has occasion to level a lance against Frazer, 
Crawley, Robertson Smith and other writers. Sacrifice, she 
rightly holds, is based on the sentiments formed round the 
family meal in early childhood, rather than on a mystical 
sense of clan or tribal cohesion. Her treatment of food 
symbolism might have led Dr. Richards to a wider study of 
linguistic usage; an interesting and useful paragraph, if not a 
chapter, could be written on the idioms which are based on 
eating, etc.; the Zulu “‘ to eat up ”’ to signify destruction of an 
enemy, the Ila “‘ to eat the name ”’ to signify inheritance, and 
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soon. Dr. Richards believes that her method could be applied 
to a more civilised group than the one she has chosen. Be that 
so or no, she has proved her point that a functional examina- 
tion of any primitive community is meaningless unless we start 
from the sociological significance of food in that particular 
group. 

Epwin W. SmItH. 


Studies in Sociology. By Morris Ginsserc. Methuen. 1932. 
Pon etre. GS: 


These studies consist of ten essays all of which, with the 
exception of the last, have already appeared in print. ‘Their 
republication is very much to be welcomed. ‘There is no 
justification for compiling books out of ephemeral literature, 
however adequate the articles may have been for their day. 
But there are some authors whose enduring work takes the form 
of essays contributed to many different and not very widely 
read periodicals; this is the case with Professor Ginsberg. If 
left scattered and more or less inaccessible they tend to be 
overlooked : collected together they make a powerful impression. 
Based on wide knowledge, scholarly in treatment, highly con- 
centrated in argument, any one of these essays might have 
been used as the basis of a book. Moreover, though they fall 
into three fairly well-marked groups, pure sociology, social 
psychology and eugenics, they are closely linked together, and 
the presentation of them under one cover emphasises the fact 
that there is such a subject as sociology and that it is pursued in 
this country. 

Except among those who will not admit the existence of 
sociology there is fairly general agreement that there are 
certain topics which fall within its scope. In Professor 
Ginsberg’s words these topics include ‘‘ the various forms of 
social grouping, such as crowds, sects, social classes, tribes, 
clans, nations, races and the large variety of institutions and 
the modes and methods of organisation by which they are 
maintained and developed.’’ While these topics have not been 
entirely neglected in this country, they have as a rule merely 
formed excuses for workers in other fields to take pleasant 
off-day excursions. No serious and systematic study has arisen, 
for example, of such a matter as the circumstances under which 
a nation takes shape; and it should not be necessary to stress 
the importance of such studies at the present day. ‘There 
are some who hold that these topics form the whole content 
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of sociology; among those who claim more for sociology we 
find two main schools of thought. ‘There is that of Simmel 
and his followers who define sociology as the science dealing 
with the forms or modes of social relationships. This definition 
is rejected by Professor Ginsberg mainly on the ground that 
attention to forms to the exclusion of matter is apt to lead 
to bare and empty generalities. In this he seems to be justified ; 
at any rate the leaders of this school have not yet produced 
any work that has stood the test of time. He accepts the 
view that sociology, in addition to the special topics mentioned 
above, is ‘‘ the science which deals with social life as a whole 
in contradistinction to the special sciences which deal with 
special aspects of human life.’’ He adds, however, that it may 
be doubted whether ‘‘ sociology in this sense can ever be an 
independent science.”’ 

While the neglect in this country of the field of study first 
mentioned is pure loss, the same cannot be said of the neglect 
of the wider claims of sociology. Much of the sociological 
literature in Germany and America, which is based upon these 
wider claims, is tedious and profitless. This is especially true 
of the attempted discovery and classification of forms of social 
relationship. We have been spared that. Also, when adequate 
intellectual discipline and sufficient groundwork of knowledge 
are lacking, the attempt to gather things together and to see 
social life as a whole leads only to pretentious and empty 
generalisations. But there is loss as well as gain. When 
serious and informed attempts to grasp social life are not made, 
when, that is to say, sociology in the wider sense as understood 
by Professor Ginsberg is lacking, encouragement is given to 
every specialist to press one-sided interpretations of social 
phenomena. In consequence, psychologists, biologists and even 
physicists emerge and offer the crudest explanations of social 
phenomena and the most childish ¢ures for social ills. An 
informed sociology would make them look foolish; it might 
make them more careful and even keep them quiet. If anyone 
doubts the value of sociology in this sense, let him study these 
essays and see how a balanced and informed mind, trained 
to keep the whole field steadily in view, can put these simple- 
minded enthusiasts one by one in their places. The importance 
of sociology is not merely academic. In America and Russia 
to-day, and this is not the only resemblance between them, a 
belief in certain psychological doctrines, especially the condi- 
tioned reflex, as affording both explanations of social happen- 
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ings and guides for social policy, has led to action in relation 
to education and to other fields of social life, such as the treat- 
ment of crime, which is likely to be disastrous. 

If we admit the definition of sociology as put forward by 
Professor Ginsberg we are faced with certain difficulties con- 
cerning its place among academic studies. To begin with, how 
far must not all sociological studies require previous training 
in other fields? Putting that aside, how far is it possible and 
desirable to group together the study of the special topics and 
of social life as a whole? Is it not too much to ask of one 
department? If so, the study of the special topics demands 
a title of its own, leaving the title sociology to designate the 
rest. The former would then form a special social science while 
sociology would not be a super-science; sociology in Professor 
Ginsberg’s words would “‘ bring together the results of the 
specialisms making the adjustments which are required, in 
view of the fact that the parts of the social life with which they 
severally deal are of varying importance in determining the 
life of society viewed as a whole.’’ The function of sociology 
would then be to create among students of special social sciences 
an awareness of the complexity of social phenomena and of the 
various methods of approach which can be adopted to elucidate 
them. 

The ground covered by Professor Ginsberg is very wide, and 
when, in the last essays, he comes to eugenics, he does not seem 
to have quite the same certainty of touch that he exhibits in 
other fields. For instance, he devotes much attention to 
Galton’s Hereditary Genius. Galton’s book was a first attempt 
in this field and is certainly open to criticism. A reference 
to this problem to-day, however brief, should take into account 
the more recent work such as the Genetic Studies of Genius 
edited by Terman. In these essays he is concerned, and for 
the most part with justice, to reduce the claims of eugenists 
to proper proportions. But he tends to under-estimate the 
claims which can fairly be made and to suggest at certain points 
that less is known than is in fact the case. When he says that 
“€ for the claims of those who pretend to measure with precision 
the relative rdle of inborn and environmental factors in mental 
development there appears to be no scientific warrant what- 
ever,’ the statement may be accepted if emphasis is laid on 
the qualification ‘‘ with precision.”’ But the ordinary reader 
will probably gather that nothing whatever is known about 
the relative importance of these two factors. It is fair to say 
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that we cannot make any definite judgments in this field. But 
to be fair all round, attention should be called to certain well- 
established facts which sway the unbiased judgment in one 
direction. For instance, all those mental differences between 
the sexes which are woven into the very tissue of social life 
are purely genetic in origin. Then again, children of the same 
parents begin at a very early age to exhibit all those differences 
in intelligence, character and temperament which among adults 
constitute the variety, possibilities and problems of social life. 
Since children of the same parents are brought up under much 
the same conditions, these profoundly important differences 
must be in the main genetic. 
A. M. CarR-SAUNDERS. 


The Structure of Competitive Industry. By E. A. G. 
Ropinson. Nisbet and Cambridge University Press. 
Pp.-vit+179. 5. 

Realistic accounts of industrial structure have not hitherto 
provided a conspicuously bright patch in the mass of descriptive 
economic literature produced on either side of the Atlantic. 
For the most part they have been little more than unsystematic 
collections of technological information, giving inordinate 
attention to the arrangements of unusually large concerns at 
the risk of ignoring the condition of those which provide most 
of the output, and tending in consequence to inculcate a 
reverence for mere technical ‘‘ enormity ’’ without regard to 
its appropriateness to market conditions. Mr. Robinson, 
obviously finding no traditional order of presentation of his 
subject worthy of respect, has made a clean and wholly 
successful break with the past. He selects as his central theme 
the problem of deciding what is the best size for a manufactur- 
ing business in a particular situation. In a series of illumina- 
ting chapters he analyses the variou$’ and possibly conflicting 
considerations which influence the scale of output, and examines 
the possibility of reconciliation by various devices which may 
yield the best of several worlds. In that way he presents in 
logical sequence the whole of his subject. Two final chapters 
seem perhaps a little lost. The first, analysing the location 
of businesses, could probably with a little ingenuity have been 
distributed throughout the earlier chapters without marring 
their continuity; the second treats of ‘‘ Rationalisation,’? a 
topic which defies law and order. In this book Mr. Robinson 
has earned the gratitude of students and teachers alike. He 
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has undoubtedly found and developed a satisfying approach 
to the really important questions of industrial structure. What- 
ever may fall to his lot by way of criticism of detail, in his 
approach at least he may well have established a tradition. 
Some of the criticisms which may be levelled at particular 
sections of this book would perhaps never have been made 
without the aid of Mr. Robinson’s own teaching in other 
chapters. There is, for instance, his conception of an 
“optimum industry.’’ In the introductory chapter there occurs 
an admirable demonstration of the failure of any one definition 
of an industry to fit the categories of real life—the cotton 
industry comprises firms using the same kind of material, the 
box-making industry produces the same kind of product, the 
foundry industry uses the same industrial process, and so on. 
“Industries as such have no identity. They are simply a 
classification of firms which may for the moment be con- 
venient.’’ After that warning, the contents of Chapter [X— 
“The Optimum Industry ’’—implicitly relating to firms pro- 
ducing the same product, assumes the character of the famous 
search in the dark room for the black hat which wasn’t there. 
Difficulties arise also as to the meaning of the ‘‘ optimum firm.’’ 
In the second chapter, discussing this conception, and especially 
in Chapter VIII—‘‘ The Problem of Growth ’—Mr. Robinson 
assumes that there is an optimum size not merely for each 
unit considered separately, but one common to most units in 
an ‘‘industry.”? Is there any reason why this should be? 
Neither the market conditions of supply of the factors of produc- 
tion nor those of demand for the product can be assumed to 
be the same for differently located firms: few firms producing 
the same class of product manufacture just the same grades 
in the same proportions, and the make-up of their costs will 
differ according to their situation and the nature of their 
output. Mr. Robinson applies his definition of the optimum 
firm—that ‘‘ which in existing conditions of technique and 
organising ability has the lowest average [long-run] cost of 
production per unit ’’—to firms working in monopoly as well 
as in competition: but the best size, from its own standpoint, 
of the monopoly firm is the size of greatest aggregate net profit, 
which would only be the same in a most unlikely condition 
of the cost and demand curves. Mr. Robinson’s analysis of 
the best size of a firm—in competition, simply the equilibrium 
size—is nevertheless not robbed of its value by these criticisms, 
nor is it greatly marred by the doubt which arises from time 
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to time as to whether the unit which he has in mind is the 
business firm, which may control several factories, or simply 
one of its factories. 

Mr. Robinson analyses separately the influence of technique, 
management, finance, marketing, and risk on size, and shows 
that where reconciliation of conflicting forces is impossible, 
the best size will inevitably be a compromise. A little more 
analysis would have shown that the ‘‘ optimum technical size ”’ 
and each of the others is in turn a resultant of conflicting forces. 
The account (pp. 38-9) of the gain from specialisation of staff 
in management hardly goes far enough: the delegation of 
functions by superiors to subordinates often pays even 
though the delegated task is not so well performed. The dis- 
cussion of the influence of technique upon size follows Marshall 
and Lavington in giving a clear exposition of the general case 
against integration of processes and in favour of specialisation 
—yet in the discussion of marketing (p. 77) it is suggested 
that a manufacturer might widen the range of his products 
in order to provide more work for his travelling salesmen—a 
clear case, surely, where disintegration of marketing is likely 
through the emergence of separate wholesalers; and for similar 
reasons, in the instance which Mr. Robinson suggests (p. 113) 
of a brass tap manufacturer producing furniture fittings in 
order to find sufficient work for a foundry, the more likely 
solution, and one which avoids the new selling problem, is 
to buy his castings from a general foundry and continue to 
secure the gains from specialisation. In the chapter on the 
influence of risk upon size, the problem is treated as though 
risks arose only from variations in demand. Fluctuations in 
the supply of raw materials of particular kinds and qualities 
have also considerable influence on industrial structure, particu- 
larly where equipment (as in cotton spinning) may be specialised 
to fairly narrow ranges of quality, or where the extent of 
capitalisation of production (as in mining unproven seams) may 
depend upon the likelihood of exhaustion of the material, or 
where the location and scale of factories are affected by the 
risk of localised failures of harvests, or livestock, or mined 
materials. Much might also have been said, again on the side 
of supply, of the risk of obsolescence of plant on account of 
invention of new processes and machines. 

More difficulties are likely to be created than avoided by 
the peculiar use of the conception of the ‘‘ most efficient ”? firm 
as something different from the size and type of business best 
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adapted to market conditions. Mr. Robinson is impressed by 
the fact that the best-milking breeds of cows cannot survive 
Indian famines, whereas those which yield little milk do 
survive (p. 96). If famines must be reckoned with, there is 
surely little force in the argument that the best-milking cow 
which will survive famines is not the most efficient cow. In 
the same way there can be little substance in the contention 
(pp. 97-8) that variations in demand, on account of trade fluctua-_ 
tions, may prevent the survival of the ‘‘ most efficient ’’ firm. 
A particular firm may be so organised that it has exceptionally 
low costs, but if its product is so inappropriate to the demand 
that the business fails it is less ‘‘ efficient ’? than a higher-cost 
firm which survives by providing what is wanted. If all I 
wish is to spend one week-end at the seaside, and I stay at 
a hotel, is there any point in the contention that it would 
have been ‘‘ more efficient’? to take lodgings for a month, 
because one week-end would then have cost less? 
ARNOLD PLANT. 


Some Aspects of Indian Foreign Trade, 1757-1893. By 
L. DurcA ParsHaD. P. S. King. 1932. Pp. 225. 12s. 

Indian Railways. By NALIMAKSHA SANYAL. University of 
Calcutta. 1930. Pp. 377. 

The Co-operative Movement in India. By ELEANoR M. Houcu. 
Peameiee, 3932. Pp. 305.,, 153: 

Growth of Trade and Industry in Modern India. By VAaKIL, 
Bosgk and DEoLALKAR. Longmans, Green. 1931. Pp. 


392. 138. 

Of these four books on Indian economic subjects, the first 
two are mainly historical, whilst the two last deal primarily 
with present-day conditions and problems. 

Mr. L. Durga Parshad must be heartily congratulated on 
the impartiality and objectivity with which he has treated his 
material, for it is concerned with many matters which have 
been the subject of heated controversies—such as the sorry 
tale of oppression and misuse of power during the rule of the 
East India Company, and tariff policy both in England 
and in India. He presents, most clearly and concisely, the 
story of an extremely important period in the history of 
Indian trade. He traces the development of Indian foreign 
trade from the period of most extensive control by the East 
India Company, through the period of decline in the Company’s 
power and of the rise of private trade, up to the changes follow- 
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ing the assumption of direct rule by the ‘‘ Home Government,”’ 
which led to those phenomenal improvements in communications 
(including the construction of railways in India and the opening 
of the Suez Canal) which in turn completely revolutionised 
Indian trade during the second half of the nineteenth century. 
Mr. Parshad has worked entirely from the original documents, 
and brings out a number of interesting points which have not 
hitherto received adequate attention. 

The greater part of Mr. Sanyal’s work is historical, and 
the author has brought together in greater detail than has 
previously been readily available the main facts and figures 
relevant to his subject—i.e. the construction, administration and 
finance of the Indian railway system. His account is, however, 
painstaking rather than stimulating, and it is disappointing 
that in spite of his recognition that ‘‘ the time has arrived for 
taking a comprehensive view of India’s demand for transporta- 
tion as a whole,’ and that ‘‘ our future railway policy and 
development should be judiciously co-ordinated with the possi- 
bilities of road motor, inland and coastal water vessels, and 
commercial air transport,’ he should make little or no contribu- 
tion to this important subject. In fact he does little more than 
add details to information already available in a score of books. 
One wonders what possible grounds he has for asserting that 
‘“‘unfortunately the problems of railway transport have been 
altogether disregarded by economists in India ’’ in view of his 
own extensive bibliography and of the general recognition 
accorded by practically all recent writers to the outstanding 
importance of railways to Indian economic development. It 
is also disappointing that he does not deal more fully with 
labour problems. 

Miss Hough, after a necessarily somewhat sketchy, but (on 
the whole) satisfactory, summary of India’s present national 
economy, deals clearly and efficiently with the Co-operative 
movement in India, from both the historical and analytical 
points of view. She writes as an “‘ onlooker’’ (who, after 
all, often sees the most of the game), but has evidently made 
the most of her year in India. She summarises, most effec- 
tively, both the main difficulties confronting the spread of 
co-operation in India, and the main weaknesses and deficiencies 
of the existing movement. It is interesting to note that on the 
highly controversial issue of the effects of Governmental 
assistance and control, she comes down decisively on the side 
of those who maintain that it is essential that such assistance 
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and control should be continued, and perhaps even extended. 
Her book will prove useful to all interested in the co-operative 
movement whether in India or elsewhere. 

Messrs. Vakil, Bose and Deolalkar deal in the main with 
India’s present-day foreign trade, providing just enough 
historical material to explain the existing situation. After a 
somewhat unsatisfactory ‘‘ introduction,” containing a number 
of assertions unsupported by evidence (e.g. as regards the evil 
effects of foreign investments in India, and of the ‘‘ drain ’’), 
the authors discuss seriatim each of India’s main exports and 
imports. The idea of showing India’s position with regard 
to the production of and trade in the staple articles of world 
trade is commendable, but unfortunately the tables given are 
too summary to afford a clear or safe basis for discussion. 
International statistics still demand considerable explanation 
and comment before conclusions can be drawn therefrom. ‘The 
book as a whole contains many useful facts and figures, but 
is not free from bias and throws little new light on the 
questions under discussioa. VERA ANSTEY. 


Tours in England and Wales. (Selected from the Annals of 
Agriculture.) By ARTHUR Younc. No. 14 in Series of 
Reprints of Scarce Tracts in Economics and Political 
Science. London School of Economics and Political Science. 
Pp.330: »7s. 6d. 


As a guide to economic conditions in the second half of the 
eighteenth century Arthur Young stands supreme. His Tours 
are familiar to all students of the period. His County Surveys, 
though less known than they should be, have been used by many 
writers of local histories. But his contributions to the Annals of 
Agriculture are not easy of access, and their very magnitude 
has acted as a deterrent to all but the agricultural specialist. 
Yet there is meat in them that many will be glad to sample; 
and the reprinting of these five itineraries (in all of which the 
economic, as distinct from the purely agricultural, interest is 
strongly marked) adds a new and fascinating volume to one’s 
library of ‘‘ sources.”’ 

Two of the papers relate to the year 1776, the others to 
1784, 1791 and 1796. With the exception of the last, which 
consists of a statistical account of the town and port of Hull, 
they are all concerned primarily with the countryside itself, 
with the methods of cultivation and the relations of landlords, 
farmers and labourers. Young was, above all, a lover of the 
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English landscape—provided its composition was not moor or 
fen, but cultivated soil. His eye was quick to detect the social 
significance of every feature; and a group of Lombardy poplars 
on the sky-line in East Suffolk announces to him, as it would 
not to others, that the cultivators here are their own land- 
lords. Everywhere he is on the look-out for signs of the 
influence of Norfolk on methods of husbandry, and his jottings 
are valuable records of the progress of enclosures. He visits 
Watford, where Lord Clarendon is raising hogs on a large 
scale, and Bowood, where the Earl of Shelburne is busy planting 
no fewer than 150,000 trees a year. On one journey he falls 
in with Bakewell, ‘‘ Prince of Breeders,’’ and together they view 
the draining operations of Joseph Elkington at Sutton Coldfield, 
and visit several of the Leicestershire raisers of sheep and 
cattle. Arrived at Dishley, he is shown Bakewell’s extensive 
works of irrigation, his fields of cabbages, and his prize-stock, 
and he listens to a long discourse on the objects and principles 
of the newly-established Tup Society. 

To journey with Arthur Young is to gain new insight into 
the ways of all classes connected with the land. We travel with 
an enthusiast, but also with a man of judgment. If he declares 
that the inclosing movement is opposed only by a few old women 
from ‘‘a love of singularity,’ he is nevertheless alive to its 
less salutary effects. He describes, for example, how at St. 
Neots “the poor were ill-treated by having about half a rood 
given in lieu of a cow keep, the inclosure of which land costing 
more than they could afford, they sold the lots at £5, the money 
was drank out at the alehouse, and the men, spoiled by the 
habit, came, with their families, to the parish.’’ If he lays 
emphasis—perhaps too much emphasis—on the folly of the 
older processes of cultivation, he repeatedly casts doubts on the 
superiority of the new method of drilling over that of scattering 
the seed broadcast. And, if he is loud m his praise of landlords 
who improve their estates, he is no less firm in his denunciation 
of the unsocial conduct of a sporting owner who preserves hares 
to the detriment of his tenant’s fields of carrots. 

But if Young knew more than any other man about that move- 
ment that was turning the centre of England into a vast agri- 
cultural laboratory, he also realised more fully than most of 
his contemporaries what was happening at the same time in 
manufacture. ‘‘ All the activity and industry of this kingdom,”’ 
he wrote in 1791, “‘is fast concentrating where there are coal- 
pits; the rest of it has but one object, which is the cultivation 
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of the soil, and to open, for a market, as immediate a connection 
with coals and manufacture, by way of inland navigations, as 
possible.”” He was greatly impressed with the energy and 
activity of the industrial centres, and the sight of a dredger at 
work in the docks at Hull caused him to exclaim at the 
superiority of the merchant ‘‘ even in the farmer’s own trade of 
raising earth.”’ 

Whenever he touches a manufacturing district he jots down 
figures relating to wages, the cost of provisions, rents of property 
and poor rates. Passing through Birmingham and Wolver- 
hampton in the spring of 1776 he notices prosperity everywhere, 
except among the nail workers who are already feeling the nip 
of the hostile wind blowing from across the Atlantic. Visiting 
Sudbury in 1784 he calls attention to the prosperity of the 
weavers, now that the war is over, and observes that the 
combers of Coggeshall are so well off that they refuse to 
work more than three or four days a week. And on his tour 
through Shropshire he draws a vivid picture of Coalbrookdale 
where all the poor are able to afford tea and there is “ not a 
door without a stone trough with the pig eating his supper, in 
company with the children at the same business playful about 
the threshold.”’ 

He is constantly asking himself questions about the manufac- 
turing system—questions which it is the business of the historian 
to answer: why the wools of Northampton and Berkshire are 
carried to Bury St. Edmunds to be spun, and to Norwich to be 
woven, instead of being manufactured locally ; why there is no 
machinery like that of a cotton mill in the Birmingham trades ; 
why, if (as some say) cheap food, and therefore cheap labour, are 
necessary to manufacture, wages should be found higher in 
Birmingham than anywhere else in Europe. Such comments and 
queries are, of course, merely incidental to his main theme. But 
how much lighter would have been the task of the economic his- 
torian of the eighteenth century if there had been another 
traveller, with an eye as keen and a pen as ready as Arthur 
Young’s, to give us in detail for the rising industrial areas what 
he gave so richly for rural England. T. S. ASHTON. 


Wages and Capital. (An Examination of the Wages Fund 
Doctrine.) By F. W. Taussic. L.S.E. Reprints No. 13. 
(1500 )eI032, pn 35261 foe Od, 

Of all the works which have hitherto appeared in this series, 
hardly any will be more useful than this. The mathematical 
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economist may be thankful for Edgeworth or Wicksteed, the 
historian of theory for Senior or Bailey; Taussig will appeal 
to a wider audience. The great merit of this book is that it 
gives the clearest account of the theory of capital and of the 
place of time in production which has ever appeared in English. 
The analysis of Bohm-Bawerk does indeed go deeper on 
important points, but it has serious weaknesses as an introduc- 
tion to the ideas for which it was largely responsible. Bohm- 
Bawerk confined himself so largely for his illustrations to 
unnaturally simple cases, that he leaves his reader somewhat 
confused about their application to the complexity of modern 
industry ; he also stated his theory of capital in close connection 
with a theory of value which is unfamiliar to English readers, 
and which has been profoundly modified in its original home. 
Wages and Capital presents neither of these difficulties; its 
first two chapters, in particular, give an account of the “‘ time- 
structure of production ’’ which for simplicity and clarity will 
not easily be surpassed. 

The story of the Wages-Fund is perhaps the most remarkable 
example of that play of alternating half-truths—that battle 
of simultaneous equations—which distinguishes so much of the 
history of economic thought. Ricardo had a theory of wages, 
a theory of profit, a theory of rent. If we cut out the purely 
inductive Malthusian element in his wage-theory, then it 
appears that each of these was true; but none of them was 
carried far enough. For each of them was not only true of 
that section of income for which Ricardo predicated it; it was 
true of both the others as well. Slowly, as the nineteenth 
century wore on, these wider applications were discovered. But 
it was a process which naturally led to the most extraordinary 
misunderstandings ; it was much easier, for example, to apply 
the rent analysis to wages than to see that the rent-analysis 
and the wage-fund analysis were cofisistent. Indeed, it was 
precisely because of this difficulty that the rent analysis made 
the greatest progress just when confusion about the wage- 
analysis was deepest; Longfield, Thiinen, Marshall, perhaps 
even Jevons, were enabled to make great advances in the 
development of “‘rent’’ into marginal productivity, just 
because they were not altogether clear on the other aspect. 

At the time when this book was written (1895), a reconcilia- 
tion was at last becoming possible; Professor Taussig set 
himself to show that the criticisms of Hermann, Thornton, and 
(perhaps we should add) Cannan, even though they had cleared 
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the ground for useful developments, had not touched the core 
of the classical doctrine. The traditional statement of that 
doctrine was indeed over-narrow; for in fact it applies not 
merely to wages, but to expended income in general. The 
services of to-day are not the income of to-day, but, in an over- 
whelmingly large part, the income of to-morrow. ‘To-day’s 
income is mainly the fruit of past services. Since, in any 
short period, the things consumed are not the same as the 
things produced, it is possible not only to produce more than 
the equivalent of what we consume, but, within limits, to 
produce less than we consume. ‘This wage-fund is indeed 
different from the old, or at least from that degenerate form 
of the old which obtained such notoriety; in its elasticity lies 
its significance. 

This significance is far more apparent to-day than it was 
in 1895. The universal strike for higher wages—Professor 
Taussig’s own case—is perhaps not really much more likely 
now than it was then; but we have discovered other ways of 
distorting the process of production. Currency and credit 
inflations and deflations, the dislocation of foreign trade by 
unexpected expansions abroad and the destruction of foreign 
trade by economic nationalism, all these things we now know 
to have far-reaching effects on and through the capitalistic 
process. The genius of Bolshevism has discovered simpler 
methods to like ends. Certainly the modern reader will not 
take too seriously Professor Taussig’s modest remarks about 
the importance of his subject. 

On capital, time-using production, and the formation of 
income from capital, the treatment here remains wholly 
admirable; such weakness as there is lies on the other side, 
the distribution of income among the factors. ‘To some extent 
the analysis still shares in the common curse of post-Ricardian 
theory; strong on one side, it is weak on the other; strong 
on capital, relatively weak on marginal productivity. Particu- 
larly is this evident in connection with interest. To quite a 
remarkable extent that subject is avoided, but when it is dealt 
with, the treatment is not satisfactory, and this weakness 
naturally implies further weaknesses elsewhere. The trouble 
arises, it is fairly clear, from a failure to appreciate the full 
significance of Béhm-Bawerk’s doctrine of the diminishing 
marginal productivity of roundaboutness (pp. 9-10, 313). That 
doctrine was certainly not well expressed by Bohm-Bawerk 
himself, at least in his early work; and it is probable that 
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an exact statement would involve a classification of inventions 
which Béhm-Bawerk did not give. But if it is rejected, as 
Professor Taussig rejected it, the theory of wages and capital 
becomes seriously incomplete. The difficulties which may be 
observed in Chapters IV and V are largely to be traced to 
this source; while it may be suggested that in the critical study 
which follows, some earlier writers, Senior for instance, and 
perhaps Jevons, are for the same reason given rather inadequate 
recognition. 

Nevertheless, as far as its main theme is concerned, the 
book wears well. In Professor Taussig’s own gracious words 
on Béhm-Bawerk, ‘‘ it is freshly and luminously stated; and 
it is deserving of all praise.” JicR Hicks. 


Survey of International Affairs, 1930. By A. J. TOYNBEE. 
Assisted by V. M. Baulter. Oxford University Press, 
Humphrey Milford. 605 pp. 21s. 

Documents on International Affairs, 1930. Edited by John W. 
Wheeler Bennett. 264 pp. 12s. 6d. 


There seems to be no sign of any falling off in the world’s 
production of those events which form the raw material for 
Professor Toynbee’s plant: but, whatever wear and tear it may 
be causing in his equipment, the pressure is so far having no 
ill-effect upon the quality of his finished article. 

Year by year, as the season comes round, he assembles the 
_annual contingent of significant facts, and, after a minimum 
period of training, while still they have something of the fresh- 
ness of news, he parades them before us in the disciplined order 
of history. 

In short, the survey for 1930 is up to standard. As usual, 
the salient events, whether sensational or not, are recorded with 
all necessary fullness of detail and in the coldly impersonal tone 
proper for the purpose. As usual, relief from the severity of 
these primarily factual passages is afforded in those stimulat- 
ing, philosophical, highly characteristic disquisitions to the 
accompaniment of which, from time to time, the treatment of 
some new topic is pleasingly ushered in. As usual, the value of 
the survey is greatly enhanced by its recognition of the reader’s 
need of “‘ background.’’ Space is liberally allowed to subjects 
which are not in any formal sense “ international affairs’ at 
all. Helpful light, for instance, is thrown on aspects of the 


domestic history of Germany, Mexico, China and some of the 
Middle East. 
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There is also an important section given to what Mr. H. V. 
Hodson defines as affairs ‘‘ involving money or material con- 
siderations.’”” ‘Time was when the ordinary ‘ educated’ 
Englishman, with a decent, if not holy, horror of Economics, 
could peruse his ‘ Toynbee’ from cover to cover without tears, 
and yet feel assured that he now knew so much as was reason- 
ably knowable about international matters. All that has since 
been changed. Unless he sinks to partaking of his Survey on 
a la carte rather than table d’héte principles the reader must 
tackle the section on world economic history ; a section in which 
it is, however, fair to say that the dishes are neither too for- 
biddingly technical nor more ‘‘ dismal ’’ than is made inevitable 
by the circumstances of the case. It is rather by his good 
spirits, if anything, that Mr. Hodson will cause surprise. 
““Mankind,’’ he lets himself say, ‘‘ had emerged from the 
General War of 1914-18 full of international idealism... .’’ To 
some who recall 1919 this may seem just a trifle too rosy. In 
the course of his generally lucid and well-informed sketch of 
post-war tendencies he imputes many difficulties to the factor 
called ‘‘ economic nationalism.’’ His use of this term is not 
accompanied by any formal definition, and one wonders some- 
times whether its meaning for him is everywhere exactly the 
same. He gives it, at any rate, two opposites, ‘‘ economic 
internationalism,’’ and laissez-faire. 

Particular topical interest attaches to-day to Mr. Hodson’s 
account of the conferences in 1930-1 on Concerted Economic 
Action; for the issues there debated are very far from dead. 
So, too, with some other parts of the book, such for instance 
as those treating of Bolivian-Paraguayan relations and the pro- 
posed constitution for Syria. On the other hand, Mr. R. J. 
Stopford’s authoritative section, all about Reparations in 1929- 
30, reads, except where it relates to the founding of the B.L.S., 
like important early post-war history and nothing more. 

It may be gratifying to English readers to notice how often 
in this volume their country gets a tacit pat on the back. 
Whether it is Disarmament and Security, the Briand Plan, or 
Britain’s dealings with Egypt, or Iraq, or China, we see the 
Government of that day operating with courage and vision— 
and generally with good results. Of course, there were occasional 
slips. Certain adjectives were heard at The Hague—but that 
was the Treasury. The Mandatory Power at one point forgot 
itself—but that, after all, was the Colonial Office (and the 
Foreign Office soon put it right). Perhaps Professor Toynbee 
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would wish the British to have shown in the Preparatory Com- 
mission more concern for German feelings : but Lord Cecil may 
have judged that at that stage the one important thing was ‘ to 
keep the French in line.’ 

While Britain, and, to some extent, France, in the period 
covered, were concerned to modernise the basis of their inter- 
course with the East, Near, Middle and Far, the United States 
was revising ‘“‘in at least four different ways’’ the principles 
on which it acts in relation to Latin America. Part V of our 
volume, in telling of all this, is full of food for thought. 

In less than six months ‘‘ a wave of revolutions swept over 
the Latin American world.’? The countries concerned had in 
effect been restored their right of non-constitutional self-deter- 
mination, a ‘right’ taken from them, as it were, in 1913, by 
President Wilson. It is also of interest, in view of recent 
Japanese reasoning, to notice (on p. 364) the stated grounds on 
which, early in 1931, the United States formally declined any 
longer to furnish armed protection to its citizens and their 
property in Nicaragua. 

For China, in her external affairs, 1930 is shown as a com- 
paratively tranquil year. One foreign Government, the British, 
at one stage made a protest—a matter of railway interests in 
Manchuria! Japan, meanwhile, was forbearing to a fault. And 
thus, in finishing off his volume in September 1931—of all fate- 
ful months—Professor Toynbee still could believe that with the 
success of the London Naval Conference the ‘‘ main action ”’ 
in ‘‘ the drama of international relations ’’ had passed from the 
Pacific to the European portion of the world stage. One fears 
that, if history fails to observe the rules of the game, the 
historian may have to leave the ‘ drama’ standard. 

In this volume there are about the usual number of those 
illuminating historical comparisons so congenial to the author’s 
pen. The rendition of Weihaiwei is set alongside of the cession 
of the Ionian Islands, and contrasted with the retention of 
Cyprus. Two successive chapters of Anglo-Egyptian history 
are found almost, though, of course, not quite, indistinguish- 
able. And the problem of Pan-Europa is found to be merely 
the latest example of something that happens every so often— 
like a business depression. Given his flair for this sort of thing 
it is not surprising that Professor Toynbee should be always 
on the watch against a return to the Balance of Power. Under 
“Europe: armed camps, possible division into,” his index has 
no fewer than eleven separate references. He closes Part I with 
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a substantial note on ‘‘ The Rapprochement between Germany, 
Russia and Italy.’ ‘‘ The New Dispensation represented by 
the League of Nations’”’ should, he clearly feels, imply the 
definite disuse of all that dangerous old technique. One would 
like to believe it not to be necessary to put the alternatives in quite 
so clear-cut a form. May not a given manceuvte, sinister as its 
implications must have seemed under other conditions, admit 
of being construed in less despondent terms, if used in the 
context of the New Dispensation itself? After all, nothing that 
happens to the existing League of Nations can be a mere self- 
repetition of history. 

It is only by an ungracious ingenuity that a critic can hope 
to pick holes in this volume. Without enthusiasm the following 
queries are put forward. On page 345 should not “ silver 
prices’ read “‘the price of silver’’?? How about a map to 
illustrate ‘‘ Other disputes over territorial questions between 
Latin American States’’? Is it temperate to assume, on page 
132, that the stature which the United States has attained to- 
day will ‘‘ assuredly ’’ be approached by Australia to-morrow? 
Does page 328 really dispose of the challenge quoted from Le 
Temps on the page before? Would it have been too tactless to 
expose the flaw (for surely there is one?) in Lord Cecil’s reason- 
ing as given in a footnote on page 104? Why, when “ Miss ”’ 
Soong, sister of ‘‘ Mr.’’ Soong, ceases to be single, does she 
become ‘‘ Madame,’’ rather than “‘ Mrs.’’ Chiang Kai-shek? 
Excellent answers no doubt exist to all these questions. 

In the delicacy of the task as well as the art exercised in the 
doing of it, nothing in this volume is more remarkable than the 
passage on Palestine. A partisan will probably find it hard to 
read the whole without impatience, for its fairness to both sides 
may, in places, be irksome to each: but it may well be con- 
sidered equal to anything Professor Toynbee has so far achieved. 
As presumably he knows the moral of his own last paragraph it 
may, in any case, be expected that he will hold to what he has 
written. 

He will, no doubt, have found more actual happiness in des- 
cribing the Greeco-Turkish settlement, than in observing the 
settlement itself. He, if anybody—with his exceptional command 
of the ‘ background ’ for all that episode—can scarce have for- 
borne to cheer. ‘‘ If,’’ he concludes, “‘ there were any statesmen 
living in 1930 who could claim to have ‘ made history,’ they 
were Mustapha Kemal and Elefterios Venizelos.” 

The well-known non-jingoistic standpoint of the writer is 
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preserved throughout the volume, or, at any rate, as far as 
page 563, where, under “‘ Chronology of Events and Treaties a 
we find ‘‘ Great Britain. See under Abyssinia; Afghanistan ; 
Balearia’ sc 

C. A. W. MANNING. 


The Geography of the Mediterranean Region. By ELLEN 
CHURCHILL SEMPLE. Constable. Pp. 736. 21s. 

South Europe, a Regional and Economic Geography of the 
Mediterranean Lands. By Marion I. Newbigin. 
Methuen. Pp. 412. Maps and diagrams. I5s. 

There can be few names which evoke so vivid a geographical 
conception as ‘‘ The Mediterranean,’’? yet apart from 
Philippson’s Mittelmeergebiet no systematic geographical study 
of the region has appeared in modern times. We therefore 
welcome the very real contributions to the human geography 
of Mediterranean lands that have been published during the 
past year in the works of the late Ellen Churchill Semple, 
Professor of Anthropogeography at Clark University, and of 
Dr. Marion Newbigin, Editor of the Scottish Geographical 
Magazine. Readers who wish thoroughly to appreciate Dr. 
Semple’s account of the Mediterranean region in relation to 
ancient history will find the physical basis for that study 
admirably set forth in Dr. Newbigin’s regional and economic 
geography of the Mediterranean lands. 

Both writers begin with a general physiographical description. 
That of Miss Newbigin includes a summing up of the most 
modern ideas concerning the structural origin of the great 
marine basins which go to make up the region. This is 
amplified by a masterly summary of the genesis, so far as 
modern research has been able to establish it, of the great 
Alpine fold-mountain system, to whose presence those 
geographical features that characterise the Mediterranean 
landscape are so closely related. To those critics who may 
cavil at the inclusion of geological history in a geographical 
study, the author suggests that where the interpretations or 
hypotheses of the modern geologist throw light on obvious relief 
features, they would appear to have definite geographical value. 
To the present writer it is increasingly clear that a sense of 
the broad lines of the structure of a land is as useful to the 
human geographer as a knowledge of anatomy is to the sculptor. 
It brings order into multitudinous and seemingly chaotic 
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features of relief and hydrography. After all, the dry bones 
in the valley had to come together before the sinews and the 
flesh and the skin could clothe and make them ready for the 
breath of life. 

Dr. Semple’s preliminary description is but an introductory 
sketch, and here and there it is obvious that she has not found 
time to bring her physiographical knowledge up to date in a 
detail that would accord with the minute research she has 
carried out in the main matter of her thesis. Her collection 
and classification of references in ancient literature to illustrate 
the influence of geographical environment on ancient Mediter- 
ranean culture, and the personal knowledge acquired in many 
travels have been the work of half a life-time; and one is 
amazed, knowing the heroic struggle against failing health 
that the completion of the task involved, at the tenacity of 
mind that enabled her to make relevant so colossal a mass of 
material. Geographers will regret, and historians no doubt 
also, that her task, gigantic as it has been, was yet, in a sense, 
unfinished, and that she was uot able to develop geographical 
correlations in the western Mediterranean to the same degree 
as was possible in the eastern section. 

Both authors emphasise the fact that the Mediterranean lands 
proper exclude the eastern Levantine, Egyptian and Lybian 
coasts and the northern shores of the Black Sea, since both 
these regions penetrate beyond the young fold-mountains that 
enclose the true Mediterranean basins, into alien climes—the 
one East European and the other African. The true Mediter- 
ranean is balanced about the Italian peninsula (a fact of vast 
significance to Italy), and consists of the Western Basin and 
the Aegean, linked by the Ionian Sea. ‘‘ East of the Atlas 
lands the northern coast of Africa is both literally and figura- 
tively—that is, alike in latitude and in its characteristics— 
‘off the map’ for man in the Mediterranean area . a 
(N.6). The significance of the drastic boundary of the Lybian 
desert in emphasising this separation of the Levant is pointed 
out by Professor Semple: ‘‘ The ancients displayed 
geographical insight in regarding Egypt as part of Asia; for 
its contributions to Mediterranean civilisation were similar to 
those of Asia and in large measure duplicated those of the 
Tigris-Euphrates valley.’’ As Sir Halford Mackinder long 
ago pointed out, ‘‘ the land of the Five Seas ”’ is an indivisible 
geographical conception. Nevertheless the continuous sea-way 
that washes the shore of the Levant and the Mediterranean 
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basins alike is a fact of age-long significance : in ancient times 
the ‘‘ great maritime track between Europe and the Orient,” 
to-day, in addition, ‘‘an arm of the Atlantic.’’ ‘‘ It imposes 
a Mediterranean policy upon all European nations with colonial 
holdings or commercial enterprises in the Asiatic Orient, as 
it once motivated a Mediterranean policy for the Mesopotamian 
empires which had commercial or territorial ambitions in the 
‘Western Sea’’’ (S.59). Dr. Newbigin contributes a most 
valuable chapter on the Mediterranean Sea, in which she 
explains the physical facts that influenced not only the point 
to point sailing of the Aegean and the circular trade routes 
of the Levant (map p. 26), but the complex exchanges of the 
local traffic of to-day. 

In reading these two books side by side, one is moved to ask : 
To what extent do the conditioning effects of Mediterranean 
geographical environment survive to-day? Of course, the 
significance of the passage-way has expanded with the expan- 
sion of the known world and the cutting of the Canal and with 
the development of modern means of transport. The political 
units have each a broader continental base than in days of 
yore—a fact that should make for stability. Strategical points 
on that great highway are guarded as jealously as ever they 
were. Economic activity has shifted its centre from the eastern 
basin to the west and the western shores are no longer mainly 
important as providing materials and food for the industrial 
settlements of the Aegean and Levantine coasts (S.660). ‘‘ In 
place of the old exchange of raw materials for Mediterranean 
luxuries, we have now mainly an exchange of machine-made 
goods for those high-grade commodities in the production of 
which the long tradition of care and skill and the perfect 
adaptation to environment give Mediterranean man an unquest- 
tioned advantage.’’? ‘The ancient extension of the Greek peoples 
around the shores of the Aegean wlfich endured until recent 
times, may seem to have its modern counterpart in the expan- 
sion of French power along the African coast, and the develop- 
ment of local shipping lines focused on Marseilles. 

In agriculture geographical influences have remained remark- 
ably constant since classical times, whatever theories may be 
held as to climatic changes (S.100). ‘‘ Because of the relative 
flatness of the temperature curve and the height at which it 
starts, the corresponding curve of human activity shows minor 
undulations rather than peaks of activity. In consequence of 
this spread of activity in time, neither labour-saving method 
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nor the seasonal importation of labourers are essential; 
Mediterranean man still depends mainly on his own muscles ”’ 
(N.73). One of the most striking facts that Professor Semple 
brings out is the high degree of scientific agriculture known 
and practised in ancient times. Agricultural practice, after 
a long period of degeneration following the fall of the Roman 
Empire, has but little surpassed and in many areas but 
partially regained the degree of efficiency reached in the time 
of Virgil. Principles of irrigation, probably perfected in the large 
oases of Mesopotamia, or Egypt, ‘‘ found vehicles of dissemi- 
nation at hand in commerce, colonisation, conquests and, 
especially, the slave trade, which distributed skilled cultivators 
all around the Mediterranean shore’? (S.437). The area 
cultivated has probably decreased, owing to the loss of slave 
labour, a diminished water supply resulting from deforestation, 
and increased transport facilities. ‘‘ Hardly a feature of 
modern intensive cultivation was omitted.’”’ The story of 
medic clover (lucerne or alfalfa) is interesting as an illustration. 
Introduced into Greece by the Persian invaders in 490 B.c. 
it spread late to the western Mediterranean. It survived the 
barbarian invasions of the Mediterranean only in Spain whence 
under Saracen irrigation-farming it penetrated into southern 
France. Here it received the name of lucerne. From Spain 
it was carried to Mexico by the conquistadores and was intro- 
duced from Chile into California in 1854 during the Gold Rush! 
The peculiar value of certain leguminous plants in soil fertilis- 
ing was well known to the ancients. Honey held an important 
place in their economy, and though we have no evidence that 
they took their bees to the heather, we learn that boats laden 
with hives were poled along the river Po, so that the bees 
might ‘‘ Make boot upon the summer’s velvet buds’”’ in the 
flowery water-meadows. Though irrigation was elaborately 
developed, ‘‘ the ancient farmer practised it with caution and 
economy of water to get the best results, thus avoiding some 
of the bad results of over-irrigation experienced in modern 
times.’? Reclamation and drainage were equally well known | 
and practised. 

One could wish that both authors might have developed the 
vital subject of malaria, which still plays so serious a part 
in handicapping economic development in certain parts of the 


Mediterranean. 
HILDA ORMSBY. 
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The Methods of Statistics. By L. H. C. Tippett. Williams & 
Norgatés 1931. Pp: 22ae sa56: 


The author has attempted to describe within the covers of a 
single volume the methods of statistical analysis suitable mainly 
for workers in the biological sciences. He hopes that anyone 
with little previous acquaintance with the subject will be able 
to obtain some idea of the scope and processes of statistics. Since 
the subject-matter covered in the course of these comparatively 
few pages is very extensive, it is inevitable that the author had 
to make sacrifices at one stage of development or another. The 
sacrifices are of two kinds generally. In the first place, the 
author has to curtail that side of the subject which deals with 
the preliminaries to analysis, the reasons why statistical methods 
are useful, the kinds of problem to which such analysis 
can well be applied, but this side of the subject which some 
consider very important may possibly be felt to be outside the 
scope of a book which is entitled The Methods of Statistics. But 
the writer feels that those persons who ask ‘‘ What is the use 
of statistics??? and have not a proper appreciation of the 
statistical problems in their own fields of inquiry, need such an 
introduction before they can digest the matter contained in a 
book of this kind. ‘The second sacrifice, which in the opinion - 
of the writer, is the right kind of sacrifice to be made on such 
an occasion as this, is one of complicated mathematical proofs 
when these would take up so much space in the book and energy 
in assimilation that the interest of the reader would be lost. 
He would tend to concentrate on the mathematical analysis and 
forget the be-all and end-all of this analysis, the development of 
a method and its application. The references at the end of the 
book should enable the reader, interested at any stage in know- 
ing more about the mathematical part, or more about the actual 
development of a method, to find all he wants to know. 

By these two sacrifices the author has produced a very useful 
book, which I feel will be more useful to those who know more 
than Mr. Tippett expects them to know than to those real 
beginners whom he mentions in his Preface. The book contains 
very little mathematics and a good deal of practical illustration 
of the methods described, this last being an extremely valuable 
part of the book. Someone is to be congratulated on the way in 
which the book is made up. The print is excellent, the tables 
and figures in those tables are easily understood and the dia- 
grams are models—a very useful 222 pages. 


E. C. Rwopss. 
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A History of Europe from 1494 to 1610. By A. J. Granv. 
Methuen. 1931. Pp. xiv+572. 16s. net. 


““T have tried,’’ says Professor Grant in a model of what 
good prefaces should be, “‘ to extend my survey over the whole 
of Europe, instead of enanine it to the great powers of the 
West.”” This must surely be the first English text-book on 
the sixteenth century which has even made the attempt, much 
less succeeded in fulfilling this most elementary of duties, and 
students will be grateful to the author for some brilliant sum- 
ay chapters on Turkey and the Scandinavian kingdoms and 

‘a Note on Russian History. ” We might reasonably have 
asked for more on Italy in a work of this length, and particu- 
larly on north-western Italy, where Genoa exercised so influen- 
tial a rdle in diplomatic and naval history, although no one 
will quarrel with the substance of the short account of the 
fortunes of the house of Savoy. Professor Grant has brought 
to the making of this long essay—for it is something more than 
a manual of instruction—a lifetime’s acquaintance with the 
political turmoil of later Renaissance Europe; few could hope 
to give a more balanced account, more fragrantly spiced with 
shrewd observation. It is something to find the interplay of 
economic and political forces even referred to in a period book 
of this type, and Professor Grant, although he modestly shrinks 
from what he calls ‘‘ generalisation in the sphere of economics,”’ 
is prepared apparently to admit the impossibility of completely 
detaching politics from the social milieu. ‘‘ Nothing illustrates 
the disintegration of the age and its tendency to individualism 
better than the activity and importance of the new capitalism.” 
But if this be admitted, why not illustrate in order to give more 
life to the picture? How much more convincing with this sort 
of amplification would be the story given of the German com- 
motions of the age of Luther and the Peasants’ War? And since 
Jean Bodin has a place here with his “‘ recognised legal sovereign 
with unlimited powers,’? why not add that his interesting little 
brush with Malestroict on the subject of the hausse des prix 
touched on what must surely have been the most practical prob- 
lem in the lives of Frenchmen in the period of the religious 
wars? 

This book is one of a projected series of eight period studies 
in which contributions are promised from Mr. Z. N. Brooke and 
Professor E. R. Adair. 

A. V. JUDGES. 


114 ECONOMICA [ FEBRUARY 


The Street Railway in Massachusetts. By EDwarp S. MASON. 
Harvard University Press, 1932. Pp. xvii+222. 15s. 6d. 

Union Management Co-operation on the Railroads. By Louis 
AusrEy Woop. Yale University Press, 1931. Pp. xiv+ 
ReOmeLos! 


Differences of opinion in the controversy between those who 
tender their advice upon the future organisation and control 
of transport, depend as much, if not more, upon genuine 
disagreements with regard to matters of fact and _ historical 
interpretation, as upon differences in political or social objective. 
As to the ends to be pursued, that is to say, there is a con- 
siderable measure of agreement. But as to the means to attain 
those ends, there is a deep cleavage of opinion. On the one 
side, there are those who advocate the creation of monopolies, 
financial fusion, and some form of public control, believing 
respectively in the wastes of competition, in the economies to 
be derived from large-scale enterprise, and in the effectiveness 
of those alleged safeguards against monopolistic exploitation 
associated with the setting up of Boards of Management or 
Control. On the other side, there are those who see in 
monopolisation an unwarranted turning of the scales in favour 
of an arbitrarily selected group of producers, and a veritable 
guarantee against the timely introduction of new processes 
justified by invention. This same school of thought holds the 
view that the economies of large-scale production have been 
seriously over-estimated and are anyway not sufficiently large 
to warrant widespread unification. 

The Street Railway in Massachusetts’ deals historically with 
events and facts which are directly relevant to the controversy 
in question. The author has written an altogether admirable 
account of the rise and fall of the electric tramway industry 
in Massachusetts between 1890 and 1930. We are assured that 
“The street railway experience in Massachusetts has been, in 
the main, typical of the experience of the United States as 
a whole,” and can heartily endorse his claim that ‘‘ An account 
of the industry in this state may then throw light upon a 
wider field of inquiry than the title implies ’’ (p. xvi). 

The four stages of development which are distinguished may 
be closely identified with the four decades between 1890 and 
1930. 

The first period was characterised by rapid expansion, proved 


1The American term ‘Street Railway ” corresponds to our “ Electric 
Tramway.”’ 
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later to have been too great, having regard to the rate at 
which technical development was proceeding. ‘The investing 
public was persuaded into thinking that there was much more 
money to be made in electric tramways than there really was, 
and was heavily penalised. In an attempt to meet a threatening 
situation, cover was sought in consolidation, which was the 
outstanding feature of the second decade rg00-r0. An 
illuminating account of the almost complete failure of any of 
the anticipated economies of consolidation to materialise consti- 
tutes one of the most important chapters in the book (chapter 3). 

The third period (1910-20) was one of rapidly rising costs, 
which the author describes as working havoc with the industry. 
What was to an important extent responsible, however, for a 
position which ended in wholesale bankruptcy was the influence 
exercised by the Public Service Commission upon fares. In 
the supposed interests of the public, operating companies were 
denied that freedom of action necessary to ensure survival under 
changing external conditions, and were time and again dis- 
allowed to raise fares. 

In the post-war decade motor competition still further 
reduced the fortunes of a declining industry, the management 
of which has largely passed into the hands of Public Trustees 
under instructions to provide ‘‘ service at cost’’—a term that 
has come to be quite generally applied to a plan ‘‘ by which 
fares are made to respond automatically to the cost of providing 
the service.’”” 

Professor Mason has presented us with a considerable body 
of evidence, highly relevant to the issues raised in the opening 
paragraphs of this review, and no one interested in the con- 
troversy should miss it. 

Union Management Co-operation of the Railroads records the 
development of the practice among certain American railroads, 
of establishing Joint Boards which provide recognised means 
for consultation between the management and the elected 
representatives of the men, so as “‘ to make industrial relations 
more effective and wholesome.’’ The title is misleading in 
that the scope, both of the book and the movement, is sub- 
stantially limited to the Repair and Maintenance of Rolling 
Stock Department. And this must not be forgotten when we 
are told that in 1930 this plan of co-operation ‘‘ was actively 
in effect on four major systems of rail transportation in the 


2 Quoted p. 168. 
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United States and Canada, having together about one-sixth of 
the total combined railroad mileage of the two countries.” 

Before beginning to describe the actual working of the 
scheme, individual chapters are devoted to a description of the 
processes involved in maintaining rolling stock equipment, the 
administrative machinery that has evolved from those processes, 
and the form and extent of the various trade unions concerned. 
This is followed by a somewhat tedious account of the growth 
of the movement ab initio. 

An attempt is then made to show for what tangible results 
the scheme can be held responsible. By providing machinery 
for consultation between management and men, it at least 
ensures that their respective points of view are fully known 
and recorded. But its effects have not stopped there. As a 
result of mutual discussion as to schemes of reorganisation, 
grounds of complaint have been anticipated and removed in 
advance, and the types of machinery to be introduced have 
been substantially modified as a result of hearing the operatives’ 
point of view. The author also credits the scheme with 
establishing a relationship of trust and co-operation between 
management and men, to their mutual advantage. 

It may well be argued that all these advantages could readily 
have been obtained by any enlightened administration, without 
the support, publicity, and formalities of an officially sanctioned 
‘‘movement.’? There is little doubt, however, that such 
support is in fact of definite assistance, particularly in the 
North American continent, and that honour is due to those 
who initiated the scheme for the results Professor Wood has 
assigned to its credit. Anyone cognizant of the bitter feelings 
between management and men which in the past have charac- 
terised industrial relations on many of the American roads 
cannot fail to be interested in the developments here exhaus- 
tively recorded. 

G. J. Ponsonsy. 
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The School records with deep regret the deaths of Dr. William Garnett, 
a member of the Court of Governors since 1901, and of Sir Charles 
Owens, a member of the Court of Governors from December 1909 to 
November 1931, and Chairman of the Advisory Committee on Railway 
Subjects from i911 to 1931. 


Major-General Guy Payan Dawnay, C.B., C.M.G., D.S.O., and Mr. 
Walter McLennan Citrine have been co-opted members of the Court of 
Governors and Council of Management of the School. 


Miss L. P. Mair, M.A., Newnham College, Cambridge, has been 
appointed Lecturer in Colonial Administration on the staff of the 
School. 


The following Assistants have been ‘‘ recognised ” as Teachers of the 
University—Mr. R. G. D. Allen, M.A., in Statistics, Mr. H. E. Batson, 
B.Sc.(Econ.), in Economics, and Mr. H. R. G. Greaves, B.Sc.(Econ.), 
in Political Science. 


Award of Higher Doctorate. 


The degree of D.Sc.(Econ.) has been conferred on John Richard 
Hicks (under the regulations for the candidature for higher degrees of 
Recognised Teachers) for a thesis on ‘“‘ The Theory of Wages.” 
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The Trend of Economic Thinking’ 


By F. A. von HAveEK 


(Tooke Professor of Economic Science and Statistics in the 
University of London) 


I 


THE position of the economist in the intellectual life of our time 
is unlike that of the practitioners of any other branch of 
knowledge. Questions for whose solution his special knowledge 
is relevant are probably more frequently encountered than 
questions relating to any other science. Yet, in large measure, 
this knowledge is disregarded and in many respects public 
opinion even seems to move in a contrary direction. Thus the 
economist appears to be hopelessly out of tune with his time, 
giving unpractical advice to which the public is not disposed 
to listen and having no influence upon contemporary events. 
Why is this? 

The situation is not without precedent in the history of 
economic thought; but it cannot be considered as normal, and 
there is strong reason to believe that it must be the result of 
a particular historical situation. For the views at present held 
by the public can clearly be traced to the economists of a 
generation or so ago. So that the fact is, not that the teaching 
of the economist has no influence at all; on the contrary, it 
may be very powerful. But it takes a long time to make its 
influence felt, so that, if there is change, the new ideas tend 
to be swamped by the domination of ideas which, in fact, have 
become obsolete. Hence the recurring intellectual isolation of 
the economist. The problem of the relation between the 
economist and public opinion to-day resolves itself, therefore, 
into a question of the causes of the intellectual changes which 
have conspired to bring about this cleavage. It is this subject 
which I have chosen as the main theme of this lecture. 

1 Inaugural lecture delivered at the London School of Economics and 
Political Science on March ist, 1933. The Chair was taken by Dr. James 
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II 


The subject is a vast one, but the aspect which I wish chiefly 
to emphasise is that which the economist must, naturally, be 
most anxious to make clear to the public: i.e. the rdle played 
by purely scientific progress—the growth of our insight into 
the interdependence of economic phenomena—in bringing about 
these changes in his attitude to practical problems. 

At first sight there seem to be only two reasons why economists 
should change their attitude towards questions of economic 
policy: either they may find that their knowledge has been 
inadequate, or their views on the fundamental ethical postulates 
(upon which, of course, every practical conclusion is based) may 
undergo a change. In either case the rdle played by science 
would be clear. But, in fact, the cause of the great historical 
changes which I am discussing seems to me to be of a more 
subtle kind. It consists neither of a change in the underlying 
ethical valuations nor of a refutation of the validity of certain 
analytical propositions, but rather in a change of view regarding 
the relevance of that knowledge for practical problems. It was 
not a change of ideals nor a change of reasoning but a change 
of view with regard to the applicability of such reasoning which 
was responsible for the characteristic features of the popular 
economics of to-day. How did this come about? 

It is a common belief that, about the middle of last century, 
perhaps under the influence of socialistic ideas, the social con- 
science was aroused by the existence of human misery which 
had previously escaped recognition, and it was decided no longer 
to tolerate it. Hence the decline of ‘‘the old political 
economy ”’ which had been blind to these considerations. But, 
in fact, nothing could be farther from the truth. No serious 
attempt has ever been made to show that the great liberal 
economists were any less concerned+ with the welfare of the 
poorer classes of society than were their successors. And I 
do not think that any such attempt could possibly be successful. 
The causes of the change must be sought elsewhere. 


Ill 


It is probably true that economic analysis has never been the 
product of detached intellectual curiosity about the why of social 
phenomena, but of an intense urge to reconstruct a world which 
gives rise to profound dissatisfaction. ‘This is as true of the 
phylogenesis of economics as of the ontogenesis of probably 
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every economist. As Professor Pigou has aptly remarked: 
“It is not wonder, but the social enthusiasm which revolts from 
the sordidness of mean streets and the joylessness of withered 
lives, that is the beginning of economic science.’’? The mere 
existence of an extremely complicated mechanism which led 
to some kind of co-ordination of the independent action of 
individuals was not sufficient to arouse the scientific curiosity 
of men. While the movement of the heavenly bodies or the 
changes in our material surroundings excited our wonder 
because they were evidently directed by forces which we did not 
know, mankind remained—and the majority of men still remain 
—under the erroneous impression that, since all social 
phenomena are the product of our own actions, all that depends 
upon them is their deliberate object. 

It was only when, because the economic system did not 
accomplish all we wanted, we prevented it from doing what it 
had been accomplishing, in an attempt to make it obey us in 
an arbitrary way, that we realised that there was anything to 
be understood. It was only incidentally, as a by-product of 
the study of such isolated phenomena, that it was gradually 
realised that many things which had been taken for granted 
were, in fact, the product of a highly complicated organism 
which we could only hope to understand by the intense mental 
effort of systematic inquiry. Indeed, it is probably no exaggera- 
tion to say that economics developed mainly as the outcome 
of the investigation and refutation of successive Utopian 
proposals—if by ‘‘ Utopian’? we mean proposals for the 
improvement of undesirable effects of the existing system, 
based upon a complete disregard of those forces which actually 
enabled it to work. 


IV 


Now, since economic analysis originated in this way, it was 
only natural that economists should immediately proceed from 
the investigation of causal interrelationships to the drawing of 
practical conclusions. In criticising proposals for improvement, 
they accepted the ethical postulates on which such proposals 
were based and tried to demonstrate that these were not con- 
ducive to the desired end and that, very often, policies of a 
radically different nature would bring about the desired result. 

Such a procedure does not in any way violate the rule, which 
Professor Robbins has recently so effectively impressed upon 


2 Economics of Welfare, 4th ed., 1932, p. 5. 
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us, that science by itself can never prove what ought to be done. 
But if there is agreement on ultimate aims, it is clearly 
scientific knowledge which decides the best policy for bringing 
them about. No doubt the economist should always be 
conscious of this distinction; but it would certainly have been 
nothing but intolerable pedantry if, in discussing practical 
problems, the economist had always insisted that science by 
itself proves nothing, when in fact it was only the newly 
gained knowledge which was decisive in bringing about the 
change in their attitude towards practical affairs. 

The attitude of the classical economists to questions of 
economic policy was the outcome of their scientific conclusions. 
The presumption against government interference sprang from 
a wide range of demonstrations that isolated acts of interference 
definitely frustrated the attainment of those ends which all 
accepted as desirable. 


Vv 


But the position of the young science which led to conclu- 
sions so much in conflict with the result of more primitive 
reflections, was bound to become difficult as soon as—following 
its first triumphant success—it became more conscious of its 
remaining defects. And those who disliked its conclusions 
were not slow in making the most of all the defects they could 
find. It was not the practical preoccupations of the economist 
which were responsible for this result. It is by no means 
certain that economics would have been less disliked if 
economists had been more careful to distinguish the pure 
theory from the more applied parts of their conclusions. It 
is true that economics was contemptuously dubbed a mere 
utilitarian science because it did not pursue knowledge for its 
own sake. But nothing would have aroused more resentment 
than if economists had tried to do *so. Even to-day it is 
regarded almost as a sign of moral depravity if the economist 
finds anything to marvel at in his science; i.e. if he finds an 
unsuspected order in things, which arouses his wonder. And 
he is bitterly reproached if he does not emphasise, at every 
stage of his analysis, how much he regrets that his insight 
into the order of things makes it less easy to change them 
whenever we please. - 

The attack on economics sprang rather from a dislike of 
the application of scientific methods to the investigation of 
social problems. The existence of a body of reasoning which 
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prevented people from following their first impulsive reactions, 
and which compelled them to balance indirect effects, which 
could be seen only by exercising the intellect, against intense 
feeling caused by the direct observation of concrete suffering, 
then as now, occasioned intense resentment. It was against the 
validity of such reasoning in general that the emotional revolt 
was directed. Thus, temporarily, social enthusiasm succeeded 
in destroying an instrument created to serve it because it had 
been made impatient by the frequent disappointments which 
it had occasioned. 

It is not to be denied that, at this early stage, economists 
had not yet become quite conscious of the precise nature of 
their generalisations. Nor can it be questioned that on some 
points, such as the theory of value, they proceeded on very 
unsatisfactory general assumptions. ‘To what extent the actual 
foundations of the classical system were influenced by the 
fashionable philosophy of the day has been made clear by the 
distinguished author of Philosophy and Political Economy. 
But the abandonment en bloc of analytical economics was 
mainly due, not to the detection of faults in the foundation of 
concepts but to the fact that, just at the time of this revolt, 
what professed to be a substitute method of analytical reason- 
ing offered itself to the more practical-minded economist—a 
method which, from their point of view, had none of the objec- 
tionable features of the existing body of economics. I refer 
to the methods of the famous Historical School in Economics. 
Although in the proper sense of a school aiming at the replace- 
ment of theoretical analysis by description, this is now a thing 
of the past, yet it is of tremendous historical importance because 
of its influence on popular thought at the present time. 

It is clear that anything which justified the treatment of 
practical problems as something unique, determined only by 
their own historical development, was bound to be greeted 
as a welcome relief from the necessity of controlling emotions 
by difficult reasoning. It was just this advantage which the 
historical method afforded. Refusing to believe in general 
laws, the Historical School had the special attraction that its 
method was constitutionally unable to refute even the wildest 
of Utopias, and was, therefore, not likely to bring the 
disappointment associated with theoretical analysis. Its 
emphasis on the unsatisfactory aspects of economic life, rather 
than upon what was owed to the working of the existing 
system, and what would be the consequences if we tried directly 
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to control some of the recognised evils, strongly recommended 
it to all those who had become impatient. 


VI 


For a considerable time, mainly during the last third of the 
nineteenth century, the two schools which now existed not only 
employed different methods, but also turned their attention to 
different problems. The more theoretically minded had to 
concentrate rather on the revision of the fundamental prin- 
ciples which had been damaged by decades of. attack, and had 
to leave the more applied parts to others who were coming 
more and more under the influence of the historical method. 
So long, however, as this part of the task was left to men who 
had previously become acquainted with the general principles 
of analysis—and who were, therefore, immune from the more 
popular fallacies—the full effect of this change did not become 
apparent. The distinguished economist to whose memory this 
chair is dedicated, and with whose long and fruitful career 
Professor Gregory has made us familiar, offers a conspicuous 
example of the nature of this change. "Thomas Tooke could 
never have become one of the leaders of the free trade move- 
ment in his early years, and remained its lifelong advocate, 
if he had applied to the problems of international trade the 
same purely inductive methods which, in his later years, he 
considered as exclusively decisive in the discussion of monetary 
problems. 

As so frequently happens, it was only in the second genera- 
tion of the new school that the lack of the tools necessary for 
the interpretation of the intricate phenomena they were busy 
describing, made itself felt. And so it came about that, just 
at the time when the theorists were most successful in con- 
structing a sounder analytical basis for their science, the 
superstructure of more concrete applitations which had been 
left in the hands of the more practical-minded men, fell 
gradually, more discredited than disproved, into oblivion. 
And, in consequence, many of the palliatives and quack 
remedies which, in the past, had been rejected because, even 
judged by the analysis of the classical system, their indirect 
effects were seen to be obviously more objectionable than their 
immediate benefits, were introduced by the new generation of 
historical economists, until the reaction was carried to a point 
at which the futile attempts to redress special grievances by 
short-sighted State action could hardly have been more 
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numerous if an analytical science of economics had never 
existed. It is no accident that the return of protectionism 
which followed the free-trade era of the nineteenth century 
was the work of men under the influence of this school. 


VII 


It takes a long time to rebuild the structure of a science 
if one starts by revising the fundamental concepts. And 
the modern revisions of theoretical economics has occupied 
sufficient time to. allow what was at first the heretical view 
of a number of radical economists—who had to fight what was 
then the conservatism of the practical men who were still under 
the influence of economic liberalism—to pervade the thought 
of the public and to establish itself as the dominating doctrine, 
not only among advanced social reformers, but even among the 
most conservative business men. ‘The public mind in all the 
leading countries of the world is now completely under the 
domination of the views which spring from the revolt against 
the classical economics of seventy years ago. 

But, in the meantime, theorists have carried their work to 
a more realistic stage and have discovered with surprise how 
often the older writers, with their cruder instruments, had 
come to the right conclusions with regard to the concrete 
problems of the day. And this advance of theoretical reasoning 
has been borne out by the practical experience of our time. 
Times of great upheaval sometimes afford clearer demonstra- 
tion of the broad principles of economic analysis than times 
when the movement of things is much less perceptible. In 
what, following a phrase used by Alfred Marshall in a similar 
connection regarding the Napoleonic period,* we may call the 
_ temporary return of Europe to a reign of violence, the old doctrines 
have been once more tested; and while the descriptive-interven- 
tionist school had nothing to contribute, many of the classical 
maxims have emerged with renewed credit. 

But while the task of the historical economist was compara- 
tively simple because what he had to say on all problems of 
policy was not, and could not be in any way, different from what’ 
the man in the street would want if he had never heard of 
economics; i.e. while the task of the historical school could 
be accomplished by simply waiting until the public had 
forgotten what it had previously learned, the task of the 
theoretical economist is a much more difficult one. It consists 


3 Industry and Trade, p. 674. 
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essentially in the demonstration of inconsistencies in a kind 
of ordinary reasoning which everybody employs and the 
validity of which no one would ever doubt were it applied to 
simple cases where it can easily be understood. The difficulty 
really arises from the fact that the same kind of reasoning 
from familiar and undoubted facts, which even those who are 
most scornful of theoretical reasoning cannot avoid applying 
to simple cases, becomes suspect and calls for empirical con- 
firmation as soon as it is applied to somewhat more compli- 
cated phenomena where it cannot be followed without some 
effort, or even special training. 

And yet it is nothing but this that the economist does. By 
combining elementary conclusions and following up their 
implications he gradually constructs, from the familiar 
elements, a mental model which aims at reproducing the work- 
ing of the economic system as a whole. Whether we use as 
a basis facts which are known from everyday experience, or 
facts which have been laboriously collected by statistical or 
historical research, the importance and the difficulty of this 
further task remains the same, and the only test of its useful- 
ness as a tool of interpretation is whether, by impeccable logic, 
it yields a model which reproduces movements of the type 
which we observe in the modern world. Only when we have 
carried to its logical conclusion this task of fitting the known 
parts together, so that we realise all the implications of their 
co-existence, are we able to say whether the known facts from 
which we have started are sufficient for the explanation of 
the more complicated phenomena. 

This process of reasoning might, of course, have been carried 
out by some superhuman master-mind in a second, just as the 
whole structure of mathematics might be deduced from a few 
fundamental axioms. But, in fact, its development has been 
the slow and gradual work of generations. But the very fact 
that economic theory consists merely of ordinary reasoning 
from commonly known facts—but carried beyond the point 
at which it is immediately obvious, and even beyond the point 
which an ordinary thinker would reach unaided by the 
work of earlier generations of economists—makes it very diffi- 
cult for the non-economist to believe that economics can teach 
him anything. It explains why he is always likely to feel 
injured if the economist implies that there are interrelations 
between things which he does not see; and why the economist 
—unlike the practitioners of the other sciences—is almost 
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expected to apologise if he disagrees with the more hastily 
reached conclusions of lay thought. What is even more 
resented is the mental shorthand and the conventional 
formule which the economist uses as an indispensable part 
of his technique, in place of the explicit development on every 
occasion of all his arguments—a process which, of course, would 
be inimical to the formulation of any conclusions whatever. 


Vill 


Now, pursued in the way I have explained, economic 
analysis provides particular answers to particular questions. 
But it does more than this. By bringing out the interdepen- 
dence of the particular phenomena, one upon the other, it 
provides insight of a much wider character: an insight into 
the nature of the economic system as a whole, which affords 
a refutation of the more naive beliefs regarding economic 
phenomena, to which minds trained in purely descriptive 
disciplines seem subject. It is exceedingly difficult to explain 
this in a form which is unexceptionable. But it is necessary 
to understand it if we are to comprehend the general effects 
which preoccupation with theoretical analysis tends to have 
upon the attitude of the economist to practical questions. Let 
me try to make it clear. 

From the time of Hume and Adam Smith, the effect of 
every attempt to understand economic phenomena—that is to 
say, of every theoretical analysis—has been to show that, in 
large part, the co-ordination of individual efforts in society is 
not the product of deliberate planning, but has been brought 
about, and in many cases could only have been brought about, 
by means which nobody wanted or understood, and which in 
isolation might be regarded as some of the most objectionable 
features of the system. It showed that changes implied, and 
made necessary, by changes in our wishes, or in the available 
means, were brought about without anybody realising their 
necessity. In short, it showed that an immensely complicated 
mechanism existed, worked and solved problems, frequently 
by means which proved to be the only possible means by which 
the result could be accomplished, but which could not possibly 
be the result of deliberate regulation because nobody under- 
stood them. Even now, when we begin to understand their 
working, we discover again and again that necessary functions 
are discharged by spontaneous institutions. If we tried to run 
the system by deliberate regulation, we should have to invent 
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such institutions, and yet at first we did not even understand 
them when we saw them. 

Unfortunately, this oldest and most general result of the 
theory of social phenomena has never been given a title which 
would secure it an adequate and permanent place in our 
thinking. The limitations of language make it almost 
impossible to state it without using misleading metaphorical 
words. The only intelligible form of explanation for what 
I am trying to state would be to say—as we say in German— 
that there is sense—Sinn—in the phenomena; that they 
perform a necessary function. But as soon as we take such 
phrases in a literal sense, they become untrue. It is an 
animistic, anthropomorphic interpretation of phenomena, the 
main characteristic of which is that they are not willed by 
any mind. And as soon as we recognise this, we tend to fall 
into an opposite error, which is, however, very similar in kind: 
we deny the existence of what these terms are intended to 
describe. 

It is, of course, supremely easy to ridicule Adam Smith’s 
famous ‘‘ invisible hand ’’—which leads man ‘‘ to promote an 
end which was no part of his intention.’’ But it is an error 
not very different from this anthropomorphism to assume that 
the existing economic system serves a definite function only 
in so far as its institutions have been deliberately willed by 
individuals. This is probably the last remnant of that primi- 
tive attitude which made us invest with a human mind every- 
thing that moved and changed in a way adapted to perpetuate 
itself or its kind. In the natural sciences, we have gradually 
ceased to do so and have learned that the interaction of 
different tendencies may produce what we call an order, 
without any mind of our own kind regulating it. But we still 
refuse to recognise that the spontaneous interplay of the actions 
of individuals may produce something which is not the 
deliberate object of their actions but an organism in which 
every part performs a necessary function for the continuance 
of the whole, without any human mind having devised it. 
In the words of an eminent Austrian economist, we refuse to 
recognise that society is an organism and not an organisation‘ 
and that, in a sense, we are part of a “‘ higher’ organised 
system which, without our knowledge, and long before we tried 
to understand it, solved problems the existence of which we 


4 ou Gemeinwirtschaft, Jena, 1923, p. 280 et seq. (second edition, 1932, 
p. 265). 
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did not even recognise, but which we should have had to solve 
in much the same way if we had tried to run it deliberately. 


IX 


The recognition of the existence of this organism is the 
recognition that there is a subject-matter for economics. It 
is one of the causes of the unique position of economics that 
the existence of a definite object of its investigation can be 
realised only after a prolonged study and it is, therefore, not 
surprising that people who have never really studied economic 
theory will necessarily be doubtful of the legitimacy of its 
existence, as well as of the appropriateness of its method. A 
real proof for all I have said and for all the economist contends 
can, therefore, be given only by means of a complete exposition 
of his science. Hence I must content myself here with illustra- 
ting the meaning of what I have said by means of a few general 
references and one more concrete example. 

In the whole body of economics, there is probably no part 
which shows better how our inability to understand the working 
of the existing system leads to dissatisfaction with it and also 
to action which can only make the situation worse, than that 
most difficult part, the theory of capital and interest. It is 
in this field that, during the past fifty years, decisive advances 
have been made which have put on a sound basis much that 
was divined rather than demonstrated by the earlier economists. 
I do not think that this belief—as might, perhaps, be 
suspected—is due to a personal predilection for those 
problems. It is, of course, true that I should not be standing 
here to-day if I had not had the good fortune to receive my 
training in economics in an atmosphere which was still full 
of the influence of the man to whom these advances are mainly 
due. And if I needed anything to remind me of this, the 
presence in the chair of the distinguished economist to whom 
the introduction of these doctrines into the English-speaking 
world is chiefly owing, could not fail to make me vividly 
conscious of the situation. 

But I think that there is ample objective evidence of the 
extraordinary part which this theory has played in the 
progress of our insight into the economic process. ‘There is 
probably no better instance of how the study of economic theory 
compels socialist thinkers to realise that, in their attempts to 
construct a positive plan of their ideal society, they can solve 
some of the main problems in no better way than by copying 
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as closely as possible even what seemed to them before some 
of the most objectionable features of the existing system— 
including interest. And, on the other hand, there can be little 
doubt at the present day that the prevalent tendency to dis- 
credit the accumulation of wealth, to belittle the need for 
capital, and to discourage saving—not only in times of 
depression—which is clearly an effect of the lack of understand- 
ing of the functions of capital, is one of the main destructive 
forces leading the world to misery. 

Let me try to state in more detail an example which is 
typical of the errors in reasoning which lead, in most cases, 
to the demand for planning. It has the rare advantage of being 
capable of explanation in few words. For a most impressive 
array of further examples of a similar nature, I need only 
remind you of the last inaugural address of an economist at 
this School—that of Professor Plant—delivered at the begin- 
ning of last session. My example relates to the theory of 
technical progress and depreciation. In the popular discussion 
of competitive capitalism, it is often complained that entre- 
preneurs go on using obsolete machinery when better machines 
are available. Side by side with such complaints are others 
to the effect that capital is ‘‘ wasted ’’ by replacing existing 
machinery when it is still fit for many years’ use. Each of 
these obviously incompatible criticisms is made a plea for 
centralised planning. Each implies that competition leads to 
uneconomic production which a wise planner would avoid. 
Closer analysis, however, reveals the fact that either of the 
alternatives which the intelligent planner is supposed to adopt 
would lead to a waste of resources, and that the wisest thing 
he could do would be to bring about, by delicate regulation, 
what is accomplished spontaneously by competition. It reveals, 
too, that he would lack the most important guide to such action 
which the competitive system affords? 

In either case, of course, what we want to do is to make the 
best possible use of the available resources. And whatever 
criterion we adopt as to the relative importance of different 
needs, this means that a given result ought, in every case, to 
be obtained with the least possible sacrifice of other ends. 

In the case under consideration, competition will obviously 
mean that the new invention will be introduced in all cases 
where it reduces current costs of production; i.e. where the 
cost of the capital required for the new invention is smaller 
than the saving on other costs made possible by the new 
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machinery ; and it will be introduced only in such cases. But 
the cost of capital, as well as other costs (such as the wages 
of labour) which are saved, is evidently determined by the 
competing demand from other industries. ‘This in fact means, 
in the first place, that our problem is to determine whether, 
and to what extent, in the industry in question, labour (or 
other factors which can be used elsewhere) is to be replaced by 
new capital; and secondly, that the question depends upon the 
relative addition to the total product which either of these 
two will contribute elsewhere. If the cost of capital—interest 
and amortisation—invested in it is less than the cost of the 
other factors it replaces, the new machinery will be introduced 
mot in order to do the work of machinery which is already in 
existence, but because it does that work plus the work of a 
quantity of other factors which will produce elsewhere more 
than the new capital could have done. It is obvious that a 
wise planner would have to act on the same principles, and 
that he could only do so on the basis of a given rate of interest, 
expressing the productivity of capital. But it is difficult to 
see how this could be obtained save by a competitive capital 
market. ‘The best the dictator could do in such a case would 
be to imitate as closely as possible what would happen under 
free competition. Yet having regard to the extent to which 
legislative action is demanded, at the present time, to protect 
invested capital against obsolescence caused by the introduc- 
tion of more modern technical methods, it is not possible to 
be very optimistic about the outcome. 


xX 


This example of analysis will, perhaps, be sufficient to explain 
why the economist will come to very different conclusions from 
those reached by those to whom economic phenomena represent 
a number of independent events, explained by their individual 
historical causes, and in no way implied by the inherent logic 
of the system. This does not by any means imply that the 
economist will arrive at a purely negative attitude towards any 
kind of deliberate interference with the working of the system. 
But it may, and very likely will, mean an almost consistently 
negative attitude towards those proposals for interference which 
are not based upon an understanding of the working of the 
system; namely, the proposals which spring most readily and 
regularly to the lay mind. Further, in view of the incomplete 
nature of our knowledge, it will mean that, in all doubtful cases, 
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there will exist a presumption against interference. However, 
this by no means does away with the positive part of the 
economist’s task, the delimitation of the field within which col- 
lective action is not only unobjectionable but actually a useful 
means of obtaining the desired ends. Unfortunately, at the 
present time, as at the time when theoretical economics was 
first in the ascendancy, the effects of an extensive State activity 
which is based upon a quite inadequate understanding of the 
coherence of economic phenomena are so preponderantly more 
harmful than the absence of any new form of State activity 
which he might like to suggest, that the economist is, in prac- 
tice, almost inevitably driven into a mainly negative position. 
But it is certainly to be hoped that this practical necessity will 
not again prevent economists from devoting more attention to 
the positive task of delimiting the field of useful State activity. 

There can be no doubt that after Bentham’s early distinction 
between the agenda and the non-agenda of government, the 
classical writers very much neglected the positive part of the 
task and thereby allowed the impression to gain ground that 
laissez-faire was their ultimate and only conclusion—a conclu- 
sion which, of course, would have been invalidated by the demon- 
stration that, in any single case, State action was useful. To 
remedy this deficiency must be one of the main tasks of the 
future. 


XI 


But while I certainly do not wish to minimise this part of the 
economist’s task, I still think that our present knowledge justi- 
fies us in saying that the field for rational State activity in the 
service of the ethical ideals held by the majority of men is not 
only different from, but is also very much narrower than is often 
thought. It is, of course, on this point that an increasing num- 
ber of economists so completely disagree with the current 
popular opinion which considers a progressive extension of State 
control as inevitable. 

Characteristically enough, this belief in the inevitability of 
more State control is, in most cases, based not so much upon a 
clear notion of the supposed advantages of planning as upon 
a kind of fatalism: upon the idea that ‘‘ history never moves 
back ’’—another legacy of the belief in historical laws which 
dominated the thinking of the last two generations. But in an 
age where we are rapidly returning to the conditions of mercan- 
tilism, this argument against the possibility of a return to condi- 
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tions similar to those existing sixty years ago is probably 
bound to lose its force. More important is the fact that the 
other source of the belief in the inevitability of the ultimate 
victory of planning, the conviction that, since where there is 
no directing will there must be chaos, deliberate planning will 
necessarily mean an improvement on existing conditions, is 
more and more recognised to be the result of our insufficient 
understanding of the existing system. 

I have discussed planning here rather than its older brother 
socialism, not because I think that there is any difference 
between the two (except for the greater consistency of the 
latter), but because most of the planners do not yet realise that 
they are socialists and that, therefore, what the economist has 
to say with regard to socialism applies also to them. In this 
sense, there are, of course, very few people left to-day who are 
not socialists. 

Indeed, it seems to me to be almost inevitable that, on the 
basis of such economic ideas as are imbibed as part of the general 
education of the day, every warm-hearted person, as soon as he 
becomes conscious of the existing misery, should become a 
socialist. This has certainly been the experience of a great 
many economists of the younger generation to whom, when 
they took up their study, economics meant little else but more 
information about these deplorable facts which cried aloud for 
a remedy. But the conclusion to which the study of economics 
leads some of them seems so violently in contrast with the 
reasons which led them to embark upon their study of economics 
that most people conclude that their ethical standards must have 
undergone a complete change. It is, indeed, one of the interest- 
ing facts of the present time that a growing number of econo- 
mists of the younger generation who have not the slightest senti- 
mental attachment to conservatism—and many of whom began 
as socialists—feel more and more compelled by their reasoning 
to take a conservative attitude towards many problems—or 
rather an attitude which, a generation ago, would have been 
called conservative. And this happens with men who not only 
have all possible sympathy with the ethical motives from which 
economic radicalism springs, but who would be only too glad 
if they could believe that socialism or planning can do what 
they promise to do, because they probably realise better than 
any non-economist that, for a considerable time at least, develop- 
ment will tend in this direction and will be revised, if ever, only 
at the cost of bitter experience and grave disillusionment. 


B 
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That such an intellectual reaction is on the way and that it is 
not merely the experience of one or two individuals is perhaps 
somewhat difficult to see if one looks at a single country; but 
it becomes fairly clear if one compares countries in different 
phases of development of economic thought. If one compares, 
for example, Germany, where the influences which led to the 
decline of analytical insight originated, with, say, the United 
States, where they have been felt only in comparatively recent 
times, or even with England—which, in this respect, occupies 
a kind of intermediate position—one cannot help noticing how 
far the cycle has already swung round in Germany and how 
completely the relative position of the intellectual radicals and 
popular opinion have changed. In Germany—and to a certain 
extent in England also—the people who call for a further exten- 
sion of governmental control of economic life have certainly 
ceased to be in any way intellectual path-breakers. They are 
most definitely the expression of the spirit of the age, the ulti- 
mate product of the revolutionary thinking of an earlier genera- 
tion. To recognise their position in this respect, of course, does 
nothing to decide the question whether the future belongs to 
them—as it well may. But it throws an interesting light on the 
réle played by the progress of knowledge in this development. 
For, whatever we may think about particular problems, there 
can be no doubt that recent additions to knowledge in this respect 
have made the probability of a solution of our difficulties by 
planning appear less, rather than more, likely. What seemed 
minor difficulties to the economist of a generation ago, have 
since been recognised—by socialists as well as by non-socialists 
—as crucial problems which some may, perhaps, hope to solve 
in the future, but the complete neglect of which certainly invali- 
dates much of the popular confidence of the present. 

And so I come back to the point from which I started—the 
isolation of the contemporary economist and the refusal of 
modern progressivism to avail itself of the knowledge he can 
provide—a knowledge which is the product of the only persistent 
attempt systematically to explore the possibilities of change. 
The peculiar historical development which I have sketched has 
brought it about that the economist frequently finds himself in 
disagreement in regard to means with those with whom he is 
in agreement with regard to ends; and in agreement in regard 
to means with those whose views regarding ends are entirely 
antipathetic to him—men who have never felt the urge to recon- 
struct the world and who frequently support the forces of 
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stability only for reasons of selfishness. In such a situation, 
it is perhaps inevitable that he should become the object of 
dislike and suspicion. But if he recognises the circumstances 
from which they spring, he will be able to bear them with 
patience and understanding, confident that he possesses in his 
scientific knowledge a solvent for differences which are really 
intellectual, and that although, at present, his activities have 
little effect, yet in course of time they will come to be recog- 
nised as serving more consistently than the activities of those he 
opposes, the ends which they share in common. 
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The National Income of the United 
Kingdom in 1924 


By A. L. BowLey 
(Professor of Statistics in the University of London) 


SINCE it is agreed that the year 1924 is the first post-war date for 
which a valid estimate of the National Income is practicable, and 
since estimates for pre-war and for later years will be brought into 
comparison with it, it is important to examine the recent valuation 
by Mr. Clark,? and collate it with a former estimate by Sir Josiah 
Stamp and the present writer.? 

The annexed Table shows in sufficient detail the principal 
items, both of income and of occupied persons. In the sequel I 
means the earlier estimate, II Mr. Clark’s. 

The total numbers occupied (I) are estimated from the Popula- 
tion Census of 1921, subdivided into the various classes named, so 
that all doubtful cases are included in one group or another 
(I, pp. 12, 13); by a suitable percentage addition the numbers 
were brought up to the date 1924. In II there is no total given for 
1924, but the figures on II, p. 15 for 1928, are consistent with the 
total in I. The totals of salaried persons and of other classes 
estimated from the census were divided in I as above or below the 
Income Tax exemption limit on the basis of a special enquiry and 
other rather rough data. In II, I gather that a similar process was 
used, but I cannot discover on what the aggregate numbers for 
1924 are based, except that it is clear that an increase of 15 
per cent. in the number of salaried persons is assumed between 
Ig2I and 1924 (pp. 29 and 43), while in I it was assumed that the 
increase was by 2 or 3 per cent. only, in proportion to the number 
of wage-earners. The difference leads to more persons in II(a) 
and on the other hand to more in I(d). 

As regards the rest of the Intermediate Class the number of 
Farmers (d) is taken in I much higher than in II, since the great 
majority of farmers who are not assessed to tax appears to justify 


1 Colin Clark: The National Income, 1924-1931. 1932. 


* Bowley and Stamp: The National Income, 1924. Clarendon Press, 192 
[Out of Print.] id a: » 1927. 
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NATIONAL INCOME: UNITED KINGDOM, 10924 


I. BowLry ANpD STAMP. II. Crark. 


Income £ Millions. Numbers Occupied 


(000’s), 
I. ae if II. 
Income-Tax Income : 
(a) Above exemption limit |2218 2152 Salaried 1700 2090 
(6) Intermediate Salaries 
Assessed — 153 Others I200 1200 
2218 2167 2900 3290 
Intermediate Class : 
(c) Salaries ie ew IOI go(+ 123) 1IZ0)) =k 130 
(dq) Farmers... see 26 13 260 100 
(e) Others Ps ie 63 43(+33) 620 535 
(f) Dividends, etc. aa 77 77 — — 
267 223(+ 153) 2000 1765 
(g) Wages =F Pele 1600+80 1413 15400 13530 
(4) Pensions... 93 = == 
(t) Employers’ Insurance | 35 40 — 
(j) Business premises, rates} — 55 = 
128 95 
Aggregate Income and 
numbers... Bors 4213 3898 20300 18585 
Subtract : 
(A) ToForeigners, personal] 25 25 
(1) To Foreigners, Govt. 24 20 
(m) National Debt Int. 268 267 
(n) Pensions ... es 93 —_— 
410 312 
Social Income ... ae 3803 3586 
+100 


the larger figure. So far, (a) to (f), the difference between the 
aggregate estimates of occupied persons other than wage-earners 
is not very serious (4,900,000 in I against 5,055,000 in II). 

The most important difference between the estimates is in the 
number of wage-earners. In I this number was deduced from the 
Census of 1921 and the known growth of the population. In II 
it is built up from the statistics of the Health and the Unemploy- 
ment Insurance Administrations. No total figure of the working 
class is given in II, since the most general Table (p. 49) does not 
include persons under 16 years and does include salaried persons. 
In most of the estimates unemployed persons are excluded. 


8 See text. These are estimates for small earnings of husband and wife jointly 
above the exemption limit. In II they are included in Income-Tax Income, not 


in Intermediate. 
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The number given in the annexed Table, I (g), is obtained 
from pp. 60-1 as follows : 
000’s 

Insured persons at work (aged 16 to 65): Great Britain 9,935 


Add for North Ireland tes aah ae ts 235 
» 4» excepted employments (railways, etc.) Bo 500 

,», », under 16 and over 65 years oP Aas nF 720 

» » agriculture ad cat = Ses i 970 
5,» domestic service ... wl Bee mat ae 1,400 

») searmMy, Navy,etcsy ce > soe cae = ae 335 
14,095 

Subtract insured salaried persons = a ant, eugaes 
12,180 

Add for wage-earners unemployed ie . og «sox ri (ABS 
Total wage-earners ... ‘tt a ose. 33,590 


Since there were 960,000 occupied boys and girls under 16 years 
in Great Britain in 1921, and about 350,000 insured persons over 
65 in 1927, the addition in the fourth line seems too small. The 
numbers in agriculture and in domestic service are conjectural. 
I gather that Mr. Clark would add to the total about 6 per cent. 
for the superannuated and for casual workers, thus making about 
14,200,000 or still a million less than I(g). Somehow this million, 
returned as “‘ occupied’ in the population Census, is lost in the 
Insurance figures. The statistics on p. 49 indicate that the 
deficiency is principally among men, since there is a large unex- 
plained excess of men insured for health but not for unemploy- 
ment. 

In I the estimate for wages is based on the number of wage- 
earners in 1921 sorted into their indtistries (with additions to 
bring the figures up to 19245), and on a study of average wages 
and their changes, starting from the Census of 1907 and using all 
available information, including a great part of the Ministry of 
Labour’s estimate for 1924. 

In II the last named source for wages is used in conjunction 
with the Census of Production. So far as that goes the total is 


“ This estimate is not accurately quoted from the predecessor to I. There it is 
used to discount total wages, not total numbers. 


5 The numbers from the 1924 Census of Production were not available for this 
estimate. 
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about 6 per cent. (£50 million) greater than that obtained by 
Mr. F. Brown’s method (Economica, 1928, p. 330), and is very 
slightly greater than the total given for the same group of indus- 
tries by Mr. Schwartz. The Census, however, covered less than 
seven million employed operatives. For the rest every investiga- 
tor has to depend on rather rough estimates based on scattered 
information. There should be an addition of £9 million for coal 
on Mr. Clark’s own figures (p. 55). Also I think that there should 
be a greater allowance for extra and overtime earnings in agricul- 
ture (this with the greater estimate for farmer’s incomes is 
necessary to make up the value of the net output of agriculture). 
There is certainly room for divergence of estimate for the 1,800,000 
workers discussed on pp. 56-8. I think that it is quite possible 
that £50 million may be additive to the estimate II(g), making it 
£1,400 to £1,460 million instead of £1,413 million, which is given 
implicitly as correct to the last digit. We have still to find {60 
million to reach the lower limit of estimate I(g), which reads 
£1,520 to £1,680 million. Here we must depend on the million 
persons (mainly men) who have dropped out of II. We can 
account possibly for some of them in the estimates of non-wage- 
earners, but the great bulk of them cannot be found in II. There 
is no reason to think that these people had no source of income, 
and since the unemployed, the incapacitated or sick, the super- 
annuated and the casuals are already allowed for, it would be 
reasonable to assign to them some £90 million per annum. 

It is not, however, only a question of numbers of wage-earners 
that makes the difference. Working back to my original data I 
find that excluding old and casuals the average earnings per head 
were estimated at {110 + 5, whereas from II it is only £104}, 
that is near the lower limit of I. 

Decision on these problems must be deferred till we can match 
the Census of Population of 1931 with the Insurance figures, with 
the wage enquiry of 1928 and with the Census of Production of 
1930. 

"tt it proves that the £1,600 million in I(g) is an over-estimate, 
then also is the £773 million quoted for wages for rg11 in II, p. 63 ; 
for the estimates were on a similar basis and are bound to each 
other by carefully tested index-numbers. This estimate for I9g11 
is not comparable with Mr. Clark’s estimate for 1924, and the 
alternative estimates for 1924 should have been shown for all 
categories. As it is, unwarranted inferences may be drawn from 
the Table on p. 63; in particular, that drawn by Mr. Clark 


6 London and Cambridge Economic Service, Memorandum 26. 
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himself on p. 72, where he speaks of the declining share of the 
income going to wages. My estimates were that wages were 43 
per cent. of social income in 1911, and 43 to 45 per cent. in 1924. 
Mr. Clark quotes 42} per cent. in 1911 and gives 41°5 per cent. in 
1924, 38 per cent. in 1930, and 41°3 per cent. in 1931 (p. 72). 

The differences between the other items in the Table are none 
of them of numerical importance, but they call for some explana- 
tion. 

For line (a) the final figures for 1924-5 were available for II, 
but the only important change affected the amount of wages first 
counted and then excluded. In II £25 million tax-free income 
(added in I) is excluded, and £18 million less is added for adjust- 
ment in the date of assessment, also {10 million more is subtracted 
for over-assessment. I have transferred £35 million from assess- 
able income from the table in II, p. 63, to income under exemption 
limit so as to obtain comparability with I. 

In II account is taken of the effect of the process of adding 
wife’s to husband’s income to bring the joint income above the 
exemption limit. I think the estimate of £15 million is extrava- 
gant, but it has little effect on the totals. Allowing for this the 
salaries (c) agree. For (d) farmer’s income is greater in I for the 
reasons given above. 

In (e) the lower average income in II of small employers and 
independent workers is based on an interesting investigation in 
Liverpool and its neighbourhood. The sample is much too small 
for generalisation, even if Liverpool were typical of the whole 
country; but no certainty can be reached and the amount is not 
numerically important. 

Up to this point the income in II is £95 million or 4 per cent. 
less than in I. 

Whether lines (h), Pensions, or (7), Rates on business premises, 
should be included or not is mainly a matter of definition. 

(k) and (/) are subtractive to obtain the income available at 
home, and (m) and (7) to remove duplication. 


1933] 


A Note on Mr. Hicks’ Distribution 


Formula 


By A. C. Picou 
(Professor of Political Economy in the University of Cambridge) 


§ x. In Mr. Hicks’ interesting book on Wages, formulae are pro- 
posed for exhibiting the effects that are produced on (1) the 
absolute and (2) the proportionate share of product accruing to 
one factor of production, when the quantity of that factor under- 
goes a small increase, the quantity of the other factors being 
meanwhile held constant. In Marshall’s discussion of the former 
of these points—he did not discuss the latter—it was tacitly 
assumed that the factors involved were only substitutes for one 
another in so small a degree that the substitute relation could be 
neglected. In my discussion in the Economics of Welfare I have 
paid more attention than Marshall did to substitution ; but in the 
formula set out in the footnote to p. 665 I did not bring substitu- 
tion in, but fell back on Marshall’s practice of treating it as 
negligible. Mr. Hicks has broken new ground by developing formu- 
lae which take account of substitution, thus studying in general a 
problem of which I had treated only a special case. The purpose of 
this note is not in any way to criticise the detail of his analysis, 
but to suggest an alternative—I do not claim a better—method of 
approach. 

§ 2. The root idea behind this method may be set out thus. 
Following in the lines of Chapter 3, Part 4 of the Economics of 
Welfare, I say that one factor of production is in part a substitute 
for another when, if a marginal increment is added to the first 
factor, the same set of effects follow as would have followed had 
there been no substitution at all, but this increment had found it 
possible and profitable to convert part of itself bodily into the 
second kind of factor. On the basis of this general idea, we can 
construct what I shall here call the co-efficient of substitution. 
For convenience, let units of the several factors of production be 
so chosen that, in respect of the situation to be investigated, the 
numbers of all of them are equal. Let this situation be such that, 
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if a small increase Ax were to take place in the quantity of factor 
X, (I-k) parts of this would remain in their native form, but # parts 
would convert themselves into ky units of Y. My co-efficient of 


; k ; 
substitution of X in respect of Y is then measured by na , which 


for brevity may be written m. 

§ 3. There is, we postulate, only one sort of commodity. This 
is jointly produced by a number of factors of production X, Y, 
Z...of£ which the quantities respectively are %, y,z.... 

... The total product then may be written F (x, y,z...). Since 
there are here included the whole body of relevant factors, we 
may reasonably assume that, if the quantities of all of them are 
increased in equal proportions, the quantity of the product will 
also be increased in the same proportion. That is to say, 
F (x, 4,2...) is a homogeneous function of the first degree. 


Consequently F (%, 7,7...) =% SA a5 ma eh ee oh Sa 


Now let 3 , which, in accordance with familiar analysis, is under 
% 


competitive conditions, the price per unit of the factor X in terms 
of product, be written p,. Similarly let = a 

wy OZ 
Py... | The above equality then becomes F (x,y, 2 0. i) 
xp, + vp, + 2p, +...: which, since our units are so chosen 
that x, y and z are equal, reduces to x(6, + f, + ,4+ ...). 
It is assumed further that the law of diminishing returns in 


respect of factors of production holds good, in the absence of 


,«»» De wittten gs 


substitution, of all the factors. That is to say es and so on are all 
% 


negative. Again, it is assumed that the system is in equilibrium. 
Finally, it is assumed that there is no actual substitution among 
the factors of production, but that there is a co-efficient of substi- 
tution of X in respect of Y in the manner defined in § 2. 

§ 4. Let us next introduce the concept elasticity of production 
im respect of X and call it E, Then E, is measured by 
(Sea VF 
dx °° dx® 

It is important that this should not be confused with the 
elasticity of demand for X. That, which we may call »,, is measured 
b ere sat or Px 

Yan  * Ge or 
YS 
Ox? 
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When the co-efficient of substitution, which is obviously 
é PS FET: 

equivalent to a is nil, these two expressions do, indeed, become 
identical. Otherwise, however, they are quite different. The 
nature of the difference is at once seen when we realise that 
dF ee Oe 
atc | bat mp,} while eae pi. The former quantity, in the 
terminology of the Economics of Welfare, is the marginal social net 
product of the factor X: the latter is its marginal private net 
product. 


§5. By definition EZ, aoe =x et . This is equal to: 
ax axe 
Pe CE ee ME ogi BE 
x ee Be Ghee Ox Oy ap Oy? 
Since F is a homogeneous function of the first degree, 
eee os 
Oxdy Ox? * Oy? f 
x Ox? Oy? 


§ 6. So far it would seem that E, may be either positive or 
negative. Since, however, we are given that, if a marginal in- 
crement of factor X were introduced, k parts of this would con- 
vert themselves bodily into ky parts of a unit of Y, and no more 
parts would so convert themselves, it follows that, in the equili- 
brium situation which we are studying, the marginal private net 
product of (J —k) units of X diminishes faster than the marginal 
private net product of ky units of Y ; which is the same thing as 
saying that the marginal private net product of one unit of X 
diminishes faster than the marginal private net product of m 
units of Y. That is to say, J as yt m ee 

| Ox Oy? 
over, it is impossible in the conditions postulated, with the number 
of units of X and Y equal, that at the margin a unit of X should 
have the power of, and find profit in, converting itself into more 
than one unit of Y; for, if this were so, such a unit would thus 
convert itself and the number of units of X and Y would not be 
equal. Hence m must be less than 1. It follows that 


is negative, and, therefore, that FE, is negative. 


his negative. More- 
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§ 7. On this foundation a structure parallel to that erected by 
Mr. Hicks is easily built up. 
First, the rate at which the absolute amount of product accruing 
to X increases as the quantity of X increases 
CMa We ke i ; nid | 
—it dx { = Pag mab vig tte 
This is obviously positive, if FE, (which, as we have seen, must be 
negative), is numerically greater than 1: and negative if it is 
numerically less than 1. 
Secondly, the rate at which the absolute amount of product 
accruing to the sum of the factors other than X increases as the 
quantity of X increases 


ax | ax J ax E 
This is obviously positive, except when £, is infinite. In that 
case, the absolute amount of product accruing to the sum of the 
factors other than X is unaffected by changes in X. 

Thirdly, the condition that X’s proportionate share of the total 
product shall grow—and, therefore, the proportionate share of the 
other factors decline—as the quantity of X grows, is that 


d ey 
dysjeeen 
F 


x 


a is positive. This reduces to the condition that 


_i _(t—m)p,+h.+ 
E,  -beth,+2, + 


§ 8. In the special case when m = 0, E,, becomes identical with 
Ne as defined in § 4. 


Hence, first, the rate of increase of X’s absolute share reduces to 


Pe jr+zh. : 
Ne 


Secondly, the rate of increase of the absolute share of the other 


factors reduces — Pe 
Ne 


Thirdly, the condition that X’s proportionate share of the 


product shall increase reduces to — ba: Py + Ps 

Pet Py tb, + 
This is evidently identical with the condition given, on the 
assumption of nil substitution, in the footnote to page 665 of the 
Economics of Welfare. 
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The Constitutional Importance of the 
“Commissioners for Wool” of 1689. 
An Administrative Experiment of the 


Reign of William III 


Rosert M. LEES 


I. ESTABLISHMENT 


In the years immediately succeeding the English Revolution 
two serious attempts were made by the House of Commons to 
appoint and empower executive departments directly by Act 
of Parliament. These are not only interesting in themselves 
as experiments in the mechanism of representative government, 
but they also represent a tendency which might have led to 
the development of a species of government widely different 
from that which has actually taken place. 

One of these attempts is comparatively well known—the 
unsuccessful attempt to appoint a Council of Trade by Act of 
Parliament in January 1695-6; the other, the importance of 
which never seems to have been realised—the establishment in 
the first session of the Convention Parliament of a commission 
for carrying into execution the laws for the prevention of the 
exportation of wool and other materials used in the manufacture 
of cloth. This commission, nominated by the Commons, 
appointed and authorised by Act of Parliament for the express 
purpose of executing a code of laws which was regarded at 
the time as of the most vital consequence to the commercial 
prosperity of the country, actually materialised. The com- 
missioners appointed a force of officers on land and sea, with 
the curious result that during a part of the reign of William 
III the internal government of the country and, to a lesser 
extent, its relations with foreign powers, were complicated by 
the fact that there were actually two separate executive 
authorities, each based on a different principle of government. 
On the one hand there were the officials of the ordinary execu- 
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tive, deriving their authority directly or indirectly from the 
Crown, as, for example, the officials of the Treasury or of the 
Customs or Excise; on the other hand, and running parallel 
with these, the officers representing this new principle, 
appointed by this Parliamentary Commission and exercising an 
authority which, since it was derived from Statute, was in 
reality superior to that of the ordinary servants of the Crown. 
This institution represents a system of government which was 
neither monarchical nor republican in the ordinary sense of 
the terms. It was not monarchical, like the other governmental 
departments, for it meant in principle the elision of the Crown 
in its executive capacity; it was not republican, like the com- 
mittees of the House which carried on the government after 
the execution of Charles I, for it had been established with 
the consent of the crown in its legislative capacity. 

Such an experiment is of special interest at this particular 
time. The reign of William III from the constitutional point 
of view can be regarded as a period of experiment during which 
we can observe the rudiments of all the more important systems 
of representative government. At one time the constitution 
shows signs of developing into our modern cabinet system,’ the 
essence of which is the indirect control of the executive through 
the parliamentary heads of departments who are historically 
and legally ministers of the Crown’; at others, it resembles 
more closely the presidential system of the United States with 
its separation of powers.* Evidence can also be pieced together 
in favour of the view that there was at least the possibility 
of a more direct system of democracy approximating in some 
ways to that of the Swiss Confederation in which the Central 
Executive or Federal Council is elected and authorised by the 
Federal Assembly.* Indeed the heats of revolution had reduced 
the constitution to a malleable condition in which it could have 
been easily moulded to any pattern provided always that it 
retained some semblance of monarchy.* ‘There was no legal 
reason, for instance, why Parliament should not infringe upon 
the King’s undoubted prerogative, as the sole fountain of 


* Macaulay, History of England, Everyman edn., Vol. III, pp. 247-9, 616. 

? Erskine May, Constitutional History, 1912 edn., Vol. I, p. 365. ‘‘ Parlia- 
ment has no direct control over any single department of the State .. . it 
cannot convey its orders or directions to the meanest executive officer in 
relation to the performance of his duties.”? 

° Keith Feiling, History of the Tory Party, 1640-1714, p. 287. 

4J. A. R. Marriott, The Mechanism of the Modern State, Vol. I, pp. 92-4, 
where the Federal Council is described as the “ People’s Commissaries.”’ 


5 The lesson of both the Restoration and the Revolution was that the nation 
desired some kind of monarchy, 
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governmental authority, of appointing the officers of the execu- 
tive. Whether it was advisable that this method of securing 
responsibility should be adopted was another question. 

It was this vital problem which came to the surface in the 
debates over the claim of the Commons to appoint a Council 
of Trade in January 1695-6. Burnet regarded such claims on 
the part of the Commons with the most profound trepidation. 
““ Here was a debate,’’ he says, “‘ plainly in a point of preroga- 
tive, how far the government should continue on its ancient 
bottom of monarchy, as to the executive part; or how far it 
should turn to a commonwealth.’’ ‘Those who opposed the 
scheme, he tells us, did so because ‘‘ the executive part of the 
government was wholly in the King: so that the appointing 
any council by act of Parliament, began a precedent of their 
breaking in upon the execution of the law’”’ . . . and “‘ if the 
parliament named the persons, how low soever their powers might 
be at first, they would be enlarged every session ; and from being 
a council to look into matters of trade, they would be next 
empowered to appoint convoys and cruizers; this in time might 
draw in the whole admiralty and that part of the revenue or 
supply that was appropriated to the navy; so that a king would 
soon grow to be a duke of Venice.’’® We have no means of 
testing the accuracy of these prognostications in this particular 
case. The more important resolutions of the Committee were 
certainly passed by the Commons; but, chiefly as a result of 
the wave of loyalty which followed the discovery of Charnock’s 
conspiracy upon the King’s life, the members of the new 
Council of Trade were appointed by the King.’ It proceeded 
to carry on the tradition of the earlier Privy Council Committee® 
and the proceedings on the Bill’ which was to have embodied 
the resolutions of the Commons were discontinued. But we 
can trace the operation of precisely the same principle in the 
case of the Commissioners of 1689 who, to a certain extent, 


6 History of his Own Time, 1833 edn., Vol. IV, pp. 287-9, cf. the report 
of Frederic Bonet, Resident in London for the Elector of Brandenburg, B. M. 
Add. MSS. 30,000 A. 3/13 Jan. 1695-6. ‘‘ La dispute fut longue et chaude de 
part et d’autre, les uns soustenant que si le parlement les nominait on ferait 
non seulement une bréche aux prérogatives du roi mais que ce serait mettre 
une partie du pouvoir exécutif entre les mains du peuple, ce qui est contre 
les constitutions fondamentales du Royaume.” Vide Resolutions in 
Journals of the House of Commons, Vol. XI, p. 423. 

7 Commission appointing the Council of Trade, Board of Trade Journal, 
Vol. IX, pp. 1-6. : ; 

8 J. W. Fortescue, Introduction to State Papers America and W. Indies, 
15 May 1696 to 31 October 1697, p. viii. 

9 Commons’ Journals, 31 January 1695-6. 
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took up the tradition of this abortive Council of Trade in their 
activities of 1698. 

This Commission presents several interesting points of 
resemblance to the proposed Council of Trade. Both were the 
work of Whig Parliaments—the former, of the first session of 
William’s first Parliament; the latter, of the first session of 
his third Parliament. In both cases the avowed purpose of the 
new institution was the protection and development of trade 
and commerce. Both were representative of a principle of 
government which was widely regarded as republican in its 
nature and fatal to the principles of monarchy.*® ‘The similari- 
ties are suggestive; the differences are more important. The 
Commission of 1689 was much more “‘ revolutionary ’’ than 
the proposed Council of Trade. It was established by Parlia- 
ment, not as a deliberative body,** but for the express purpose 
of carrying into execution the provisions of a certain body of 
statutes. It furnishes therefore a much better example of the 
principle of which Burnet was so much afraid. Moreover it 
was actually empowered by statute to appoint officers and ships 
for this executive purpose. But the chief point of departure 
between the two is that, whereas the proposals of 1695-6 never 
came to fruition, the earlier Commission became an actual part 
of the government of the country. 

The purpose for which the Commission was established was 
by no means trivial. On the contrary the Customs Com- 
missioners reported that it was ‘‘ a national concern ’’ and too 
great for them to deal with.’’** It is hardly necessary to 
elaborate the enormous part which was played in the social, 
economic, and political affairs of this period by wool,’* or to 
point out that it had become an axiom of the economic system 
that all raw material should be rigidly restricted to the home 
markets.** The efficacy of the code of laws which had come 
into being for the prevention of the exportation of wool depended 


10 In view of the fact that the manufacturing interest was predominantly 
Whig it would appear from these similarities that the control and protec- 
tion of trade by some such Parliamentary organ was part of the programme 
of at least a substantial section of the Whig Party. They claimed “ que les 
affaires n’y seraient jamais assez bien réglées a moins que ce ne fut le 
Parlement qui en ent la direction.””—Bonet, 3/13 Jan. 1695-6. 

11 The powers which the Commons finally proposed to confer on the new 


Council of Trade resemble more closely those of an ordinary Commons 


Erte than those of an executive Dept. Vide Commons’ Journals, Vol. 
< ’ p. 2 . 


Ee heags nen Register, 2/72, p. 660, 27 April 1688 (referred to hereafter 
as P.C. —.). 


18 Vide Lipson, History of the Woollen and Worsted Industries, Pp. I-7. 
14 E.g. Lipson, Economic History, Il, pp. 22-34. 
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wholly upon the manner in which it was enforced.’ Their 
execution was no easy task, however, for there was a large 
section of the land-owning community, particularly in Kent, 
which felt that these laws were in a vested manufacturing 
interest to which that of the landowner had been sacrificed. 
The fact that a large class including many men in high positions 
found that their private economic interest lay in the contraven- 
tion of the law, furnished a fertile soil for lawlessness of all 
kinds. Large bands of disorderly persons, known as ‘‘ owlers ” 
accumulated on the South Coast, particularly in Romney Marsh 
in Kent, and made a livelihood by breaking the law.'* This 
presented the government with a problem which, by the time of 
the English Revolution, it had entirely failed to solve. As a 
result of continuous petitions from the merchant class, James II 
had on June 28th, 1688, issued Letters Patent establishing a 
Royal Commission’? consisting of the Governors, Deputy 
Governors and Treasurers of the six great trading companies 
and certain clothiers and factors, with power to carry these 
laws into execution. It is not surprising, however, that this 
Commission never really got to work. ‘The atmosphere of 
tense political excitement and uncertainty which culminated 
in the flight of James II to France was hardly conducive to a 
calm and firm policy on the part of a new Royal Commission. 
On the other hand nothing could have been more convenient 
for the wool smugglers than this paralysis of the whole 
executive machinery of the country.’* Hence this was one of 


15 The principal Statute was 12 Chas. Il, Chap. XXVII by which heavy 
fines were imposed of 20s. for each sheep and 3s. per lb. of wool or other 
substance used in the manufacture of cloth. The ships themselves and 
the goods of master and crew were to be forfeited; the masters and sailors 
to suffer imprisonment for not less than three years, while the merchants 
who were implicated were to be outlawed to the extent of being disabled 
from recovering debts from their factors. A moiety of the forfeitures 
was to go to the prosecutors; the other to the Crown. ‘This was followed 
two years later by a still more severe statute which made the offence a 
felony, prohibited the use of all ‘‘ scrues or presses ’’? by which wool was 
crushed into small bulk for carriage, and fixed certain hours of daylight 
during which alone was it to be lawful to transfer wool from one place 
to another. ; ‘ 

16 There is a large and interesting pamphlet literature on this subject. 
Most contemporaries stress the serious social and political effects of this 
illicit traffic which present a close analogy to those produced by the boot- 
legging of recent times in the United States. Lipson, History of the 
Woollen and Worsted Industries, pp. 87-90. 

17 Patent Rolls—4 James II, Part VI, cf. John Haynes, Present state of the 
Clothing Trade, 1706, p. 29. 

18 A few weeks after the proclamation of William and Mary as King and 
Queen, a petition was read in the Council Chamber at Whitehall, P.C., 2/73, 
p. 43, 28 March 1689, setting forth ‘that there are cruising in the Road 
near Dungeness three French privateers of considerable force who send 
several small vessels to Romney Marsh for wool. ... The Owlers carry 


Cc 
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the problems which faced the Convention Parliament of 1688. 

It is a tribute to the importance which the famous Conven- 
tion attached to this subject that as early as March 14th, a 
month after the proclamation of William and Mary, a Bill was 
brought into the House of Commons for this purpose. The 
result was the Statute I William and Mary Ch. XXXII” 
by which the Commission under discussion was established. 
This statute meant in effect that the House of Commons, 
dissatisfied with the conduct of the pre-revolution officers of 
the Crown,”° had determined to take the matter into its own 
hands to the somewhat revolutionary extent of appointing an 


it to them in great companies insomuch that the officers who endeavour 
to prevent them run the hazard of their lives... .” 

19“ An Act for the better preventing the exportation of wooll and encour- 
aging the Woollen Manufacture of this Kingdom.’’ Passed at first for three 
years (Clause IX) it was renewed by subsequent Statutes, e.g. in 1692 by 
4 and 5 W. & M. Ch. XXIV, Cl. X, and remained in force throughout the 
reign. Cf. Lipson’s Economic History, Vol. Ill, p. 266, Note 4. 

For the passage of the Bill vide Commons’ Journals, Vol. X, pp. 47-258 
passim and Lords’ Journals, Vol. XIV, pp. 309, 312, 313. The Bill did not 
become law till August 2nd. This delay was due partly to pressure of 
business, partly to the fact that the Bill was made the occasion of a trial 
of strength between the old principle of trading monopolies granted by the 
Crown and the newer one of the freedom of all subjects to trade, (vide 
e.g. Clauses XII and XIII of the Statute and the interesting letter from 
Thomas Ince dated 5 September 1689 in Miss Seller’s Acts and Ordinances 
of the Eastland Company, Camden Society); but partly also to discussion 
of this constitutional innovation (vide the unsuccessful proposal in the 
Journals, Vol. X, p. 245, ‘‘ for the deputations from the Commissioners to 
be entered with the Sheriffs or Clerk of the Peace of the County and for 
the Deputy to give security ’—no doubt an attempt to bring the officers 
of the Commission under the control of the executive officers of the 


Crown). 
20 Preamble : ‘‘ Whereas, through the remissness and negligence of officers 
and others in not putting the laws in execution. .. .’? Certain bad cases of 


administrative corruption had come to the surface immediately after the 
Revolution. In Cal. of Treasury Books, Vol. VIII (2), p. 818, 8 July 1686 we 
find Walter Devereux, Lieutenant of Sandgate Castle in Kent, informing the 
government that he has been offered £60 a year by certain exporters if he 
will refrain from molesting them, and asking for his share of the forfeitures 
which he has made—an ill-concealed threat that if he does not receive the 
latter he may accept the former, Devereux and a good many other officials 
appear to have succumbed to these temptations. On 2 July 1687 a 
proclamation was issued condemning the connivance and consent of officers 
towards the export. P.C., 2/72, p. 473. As early as 26 February 1688-9 a 
petition was presented to the Privy Council from certain men of Kent 
setting forth that while in receipt of a salary for preventing the exporta- 
tion of wool the said Devereux accepted an allowance from the exporters 
to connive at it; that he victimised those sheep-owners who refused to 
contribute and seized their wool wherever he found it. The whole affair 
was discussed by Counsel of both sides before a large Privy Council of 
thirty-two members and the King himself on 12 March, i.e. two days before 
the introduction of the Bill against exportation. The verdict went against 
Devereux. The Attorney-General was ordered to prepare a legal prosecu- 
tion and the King was recommended to dismiss him from all his 
employments. P.C., 2/73. 

In view of the expense of prosecutions and the uncertainty of securing 
their lawful share of the forfeitures, officers often compounded with the 
exporters when a seizure was made, vide PGs502)f'7 25 PPs0'73-A. 
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ad hoc executive to ensure the enforcement of these laws which 
it regarded as essential to the commercial prosperity of the 
country. Hence the establishment of the Commission in Clause 
VII, ‘‘ And for the better and more effectual execution of this 
and other Acts made against the exportation of wooll be it 
further enacted by the authority aforesaid,?! That (names of 
the Commissioners),** or any five of them be authorised for 
putting this and other the said Acts in execution, who are 
hereby empowered from time to time, by their agents or substi- 
tutes to be deputed under the hands and seals of any five or 
more of them, to seize all wooll . . . which shall be endeavoured 
to be transported contrary to this Act: and also to sue and 
prosecute all persons offending against this or any the said 
laws**; any law, custom, or usage to the contrary notwith- 
standing.”’ 

The most superficial comparison of the terminology of this 
clause with that used in the establishment of similar executive 
Commissions reveals the fact that this Commission was unique 
in its nature and represents a tentative innovation in constitu- 
tional procedure. It was certainly unlike anything that had 
happened before 1688.7* No member of the House of Stuart 


2li.e. “ by the King’s and Queen’s Most Excellent Majesties, by and 
with the advice and consent of the Lords Spiritual and Temporal and 
Commons in this present Parliament assembled, and by the authority of 
the same,’’ Clause II 

42 Infra, p. 155, note 32. 

23 The substance of the Statute imposed heavier duties than ever upon 
the executors of this code of laws. It was a delicate task, for if executed 
loosely the legislation would be worthless; if harshly, there was much 
danger of infringing the liberty of the subject and the sanctity of private 
property. In view of the condition of the roads the cheapest and most 
efficient means of transporting wool was by sea. Yet it was under cloak 
of this transport that the chief leakage of wool abroad took place. Before 
wool intended for transport by sea had reached within five miles of the 
coast (10 miles by g and 10 Will. II, Chapter XI) a signed certificate 
containing all particulars was to be delivered to the port authorities on 
penalty of forfeiting wool, horses, and vehicles, and incurring the other 
penalties of the law. These penalties applied also to anyone transferring 
wool within this area even from the place of shearing to the home of 
the owner without first registering in this way. Cocquets for wool were to 
be carried from the ports of embarkation signed by three of the chief 
officers and a certificate of landing was to be secured signed in like 
manner giving the exact weight, etc. All this information was to be sent 
by the Customs officers to the Customs House, London, where the whole 
national network was to be drawn together in a complete register of all 
such transportations for the inspection of the Commissioners appointed 
by the Act. 

24 Except perhaps during the Commonwealth period. The executive Com- 
mittees of the Commonwealth of course do not rank as historical prece- 
dents, for legally, 1660 is the twelfth year of the reign of Chas. II, and the 
constitutional thread was taken up where it had been left off. E. Jenks, 
Constitutional Experiments of the Commonwealth, p. 11, writes, ‘‘ The 
practice of appointing Committees is almost as old as Parliament itself, 
but the appointment of Committees for executive purposes was the inveu- 
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would have allowed such presumption on the part of the House 
of Commons to go unchallenged. The Commission established 
by James II in June 1688 is fairly typical of the earlier 
procedure. Indeed nothing brings out the significance of the 
English Revolution more vividly than a comparison of these 
two Commissions, established for precisely the same purpose, 
and separated by little more than a year. The Commission 
of James II was appointed by virtue of that prerogative which 
the Stuarts had always claimed over commercial affairs; it 
was empowered like all other executive bodies by the Crown; 
it held its powers explicitly during the King’s pleasure; so 
long as this lasted it was to be strictly responsible to the 
Treasury for its conduct. The Parliamentary Commission, 
of 1689 on the other hand represents the institutional embodi- 
ment of Parliament’s new claim to control commercial affairs”® ; 
it was nominated by the House of Commons and authorised 
and empowered by Act of Parliament to execute the laws 
which Parliament had made; it was responsible for its conduct 
only to Parliament, and on April 2nd, 1701, placed a full 
account of its activities before the Bar of the House.** 

The Commission of 1689 appears, however, to be distinct in 
its nature from any executive Commission subsequent to this 
date as well.”” The closest approximation to it is to be found 
in the Commissioners for the Land Tax. These officials, who 
were responsible for the local assessment of taxation were 
certainly nominated by the House of Commons.** But if we 
compare the terminology of the first of these Acts after the 
Revolution the difference becomes at once apparent, for the 
Crown’s position as the source of all governmental authority 
is recognised and the unity of the system preserved by the 
expedient of declaring that it shall be lawful for the Crown 


revolution.”’ 

25 Rvidenced e.g. by Clauses XII and XIII of this Statute, 

26 Commons’ Journals XIII, p. 465, vide infra. 

27 We must be careful in making this comparison to avoid confusion 
with the multifarious Commissions of Inquiry established by the House 
for the purpose of criticising the conduct of the executive or of gathering 
information as a basis for legislation as e.g. the Commissions for Auditing 
the Public Accounts or the Commission on Irish Forfeitures which are not 
executive Commissions at all. It need hardly be pointed out in this con- 
nection that the greatest Commission of all—the Treasury Commission, 
derived its authority solely from the King, or that the appointment of the 
more important executive Commissions as e.g. Customs, or Excise, was 
made by the King with the advice of his ministers or the Commissioners 
‘of the Treasury. 

28 A practice which continued throughout the eighteenth century i 
“Name Acts,” vide R. A. Seligman, The Income Tax, 1914 edn., Lig petes 


tion of the seventeenth century and indee@ only possible in a period of 
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to issue such Commissions.”* All other executive Commissions 
appear to have been issued in this way.*° 

Before considering the sequel to this administrative experi- 
ment of the Convention Parliament, there is one further point 
which emerges when we consider the personnel of the Com- 
mission.*’ We find that the first twenty-four names with a 
single exception represent a solid phalanx of men, who not 
only had seats in the Parliament which passed the Bill but 
who had had considerable experience in previous Parliaments. 
The remainder of the members of the Commission which 
numbered eighty-six in all and in which five was to be a 
quorum, appear to have been prominent representatives of the 


29 y William and Mary, Chapter XX, Clauses V and VII. “And be it 
further enacted by the authority aforesaid that for the better assessing .. . 
and for the more effectual putting of this present act in execution it shall 
and may be lawful for their Majesties to issue out . . . under the Great 
Seal of England such and so many Commissions as they shall think fit 
. . . to Commissioners to put this present act in execution.” 

30 All other Commissions for assessing or collecting revenue were certainly 
appointed and authorised by the Crown. The duties of Tunnage and Pound- 
age and other duties at the ports were of course collected by the Customs 
Officials (vide e.g. 2 William and Mary, Chapter IV, Session 2, for imposing 
duties on East India goods). The duties on salt e.g. were collected by the 
officials of the Excise until separate Commissioners were appointed for 
this purpose by the Crown (1 Anne Chapter XXI, Clause XXVI). In the 
case of new sources of taxation requiring the establishment of additional 
governmental machinery the Statute in each case empowers the Crown to 
appoint Commissioners, as e.g. in the first of the Stamp Acts (5 and 6 
William and Mary, Chapter XXI), the Act for Licensing Hackney 
Carriages (5 and 6 William and Mary, Chapter XXII, Clause II) or the Act 
for Licensing Hawkers and Pedlars (9 and 10 William III, Chapter XXVII, 
Clause XI). Im the latter case the Treasury appoint the Commissioners; 
the ultimate source of authority is therefore the same. Indeed there 
appears to be no evidence that any of the other executive Commissions of 
the reign of William III as e.g. the Commissioners of Transports, of the 
Mint, for Circulating Exchequer Bills or for the Malt Lottery Tickets, 
derived their authority from any other source than the Crown, ‘The Com- 
missions of the Peace, by virtue of which much of the administration of 
local affairs was carried on, flowed like the others from the same fountain 
of governmental authority. The only exception to this general rule, other 
than the one under consideration, appears to be in a case of purely local 
significance. Vide ‘‘ A list of Commissioners appointed by Act of Parlia- 
ment for building a bridge across the Thames from Fulham to Putney.”’ 


B.M. 816 M. 16. 


31 Clause VII. : 
32 Sir Thos. Pilkington, Sir Henry Goodricke, Sir Patience Ward, Sir 


Matthew Andrews, Sir Benjamin Newland, Sir John Matthews, Sir Peter 
Rich, Sir Robert Dashwood, Sir Wm. Portman, Sir Henry Ashurst, Sir Wm. 
Ashurst, Sir Richard Newdigate, Sir John Fleet, Wm. Harbord, John 
Somers, John Sandford, Foot Onslow, John Pollexfen, Richard Brett, Edward 
Montague, Sir Thos. Samwell, Sir Wm. Langham, Sir Samuel Dashwood, 
Sir Thos. Vernon were all members of the Parliament which passed the 
Bill with the exception of Sir John Fleet who entered Parliament in 1692 
and was therefore a member of the legislature during the period when the 
Commission was operating. Three other members of the Commission not 
already mentioned were in the same position as the latter, viz. Arthur Moore, 
John Smith and Henry Cornish. Vide Official Return of Members of Parlia- 


ment, passim. 
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manufacturing and trading interests. As might have been 
expected the proceedings of the Commission were controlled 
by the more powerful members and particularly by those who 
were at the same time members of Parliament, for they were 
at the centre of political affairs. In any case the earlier 
meetings of the Commission which took place at the Guild 
hall appear to have consisted of those members of the Com- 
mission who had come up for the Parliamentary sessions, 
afforced by the commissioned merchants, clothiers and factors 
then in London, who cared to attend.** It seems strange that 
men who had taken an active share in the passing of the 
Statute through the legislature, should by the same body be 
empowered to play a principal part in carrying it into execution. 
This certainly accords ill with the theory of the separation of 
powers which Montesquieu and Blackstone considered to have 
inspired the framers of the constitution at this particular time.™* 
Indeed it is interesting from the point of view of later constitu- 
tional developments to find the Commons thus early in the new 
era nominating a body of men for executive purposes consisting 
to a considerable extent of Members of Parliament and sending 
it to the King for his approval. It is true that the Commission 
was not entirely a Committee of the legislature nor was it 
appointed to govern over such a wide field as the modern 
ministry. Yet from one point of view it is the first govern- 
mental instrument approaching a Parliamentary executive in 
the sense in which Dicey uses the term and which so many 
authorities regard as the best method of securing that essential 
harmony between the legislative and the executive aspects of 
government.** It may at least be conceded that in so far as 
the experience strengthened the arm of Parliament and estab- 
lished a precedent in which it had appointed an executive of 
its own, the Commission of 1689 may have exercised an 


83 John Haynes, himself one of the Commissioners, reports in his 
pamphlet Great Britain’s Glory, pp. 35-6, that the important meeting which 
took place in July 1698 was attended by Sir Henry Goodricke, Chairman, 
(member for Boroughbridge), Sir Wm. Ashurst and Sir John Fleet (members 
for London), Nathaniel Tench, Sir Benjamin Ayloff, Sir Gabriel Roberts, 
Sir Wm. Gore (representatives of the great trading companies), John Haynes 
(the Gloucestershire factor in London), Thos. Crundell (a prominent London 
clothier), and four other representatives of the clothing trade. 

84““Tn all tyrannical governments the supreme magistracy, or the right 
both of making and of enforcing the laws, is vested in one and the same man 
or one and the same body of men; and wherever these two powers are united 
together there can be no public liberty.” Blackstone’s Commentaries, 1765 
edit Vola il, pa x42, 


85 e.g. Laski, Grammar of Politics, 2nd edn. 1930, p. 298. 
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unsuspected influence upon that gradual evolution which has 
resulted in the modern ministry.** 


Il. OPERATIONS 


How far was this curious innovation carried into actual 
practice? The Commission did not actually undertake its 
statutory duties till 1698 because during the war of the League 
of Augsburg which ended in October 1697, the duty of guarding 
the Channel and the coasts became an essential part of the 
military and naval strategy of the government.*’ ‘The govern- 
ment was more immediately concerned with the prevention of 
the treasonable communications of Jacobites with the court of 
Versailles, but in their attempts to suppress this traffic they 
were forced to deal with the practice of exporting wool as well.** 
Indeed the suppression of this illicit traffic during the war 
years became essential to the safety of the government. It 
was undertaken by its military and naval officers. There was, 
therefore, not the same need for the operation of a new executive 
for the purpose. 

This increased vigilance on the part of the government, 
although it did not succeed in stopping the export from Kent 
altogether,*® forced the French to secure their supplies of 
English wool in a more circuitous way. ‘Towards the end of 


36“ The practical power of a legislative body, or parliament, greatly 
depends on its ability to dismiss and appoint the executive . . .; down at 
any rate to the Revolution of 1689 the government of England was in the 
hands of a non-Parliamentary executive.”’ Dicey, Law of the Constitution, 
Appendix Note III, pp. 481-2. 

The Whig Junto of William’s reign which Macaulay regards as the first 
Ministry, was, of course appointed by the King for his own convenience 
and no one considered that it ought to resign when it had lost its support 
in the Commons. 5 

37 The Admiralty, immediately on the declaration of war, were ordered to 
appoint cruisers to patrol the Kentish shore and prevent communications 
with France.—P.C. Register, 2/73, p. 384, vide also 7 and 8 William III, 
Chapter XXVIII. 

38 The Jacobite conspirators and the ‘‘ owlers ’? had much in common for 
both were breakers of the law and enemies of the government and both 
desired to maintain communications with France. The ‘‘ owlers ’’ could offer 
the Jacobites concealment; they knew all the safe and secret creeks of the 
coast and they were in close touch with French vessels. Hence Romney 
Marsh became the favourite hiding place of the government’s enemies, e.g. 
Sir John Fenwick. In a Royal Order to Captain Baker, S.P.Dom. Cal., 
8 March 1697, to repair to the coasts of Kent and Sussex the reason given is 
that a dangerous correspondence is being carried on with the King’s 
enemies and disaffected persons are going back and forward to France ‘ by 
the opportunity of vessels resorting to the coasts of Kent and Sussex which 
bring in prohibited goods and export wool.” The two motives, viz. of 
suppressing Jacobite conspiracy and of suppressing wool-smuggling are 
usually mentioned together in the official documents, e.g. Cal. of Treasury 
Papers, IX, p. 130, No. 32. 

39 Council of Trade report to Commons, Commons’ Journals, XII, p. 434. 
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the war it was discovered that large quantities of wool were 
being smuggled over the borders into Scotland and shipped 
thence, either direct to France or to Holland where it was 
bought by French merchants.‘ The ordinary processes of 
government were set in motion to deal with this situation. The 
Council of Trade considered the matter*’; a new Statute was 
passed*?; the Customs Commissioners prepared a scheme to 
enforce the laws.** Meanwhile, however, this new menace 
had caused considerable consternation in commercial circles. It 
was expected after the Peace of Ryswick, that the country 
would be rewarded for its sacrifices by a great boom in trade. 
The Act of Grace and the Toleration Act had virtually brought 
to an end a long chapter of political and religious animosities. 
A new era of commercial expansion opened with the peace of 
1697.** The determination of the trading community to stem 
the smuggling of wool is an important aspect of this new 
commercial spirit.*° It resulted, among other things, in a 
revival of the feeling that Parliament ought to have some 
administrative instrument of its own for carrying out its regula- 
tions in matters of trade and commerce.** ‘The new Council 
of Trade was a royal institution and does not appear to have 
been popular,*” and the feeling of distrust with which the 
Customs officials were regarded seems to have been as great 
as in 1689.*° Consequently ‘‘ pressing solicitations were made 


40 Vide Harl of Jersey’s reply in October 1697 to the inquiries of Mr. Secre- 
tary Trumbull anent “‘ this commerce of such dangerous consequence to us.”’ 
S.P.Dom., VIII, p. 477, and fuller version in Board of Trade Correspondence, 
oe 388/6, 25 Oct. N.S. 1697. Vide also Williamson’s detailed report, ibid, 

ole 

41 Report to Commons, Commons’ Journals, XIII, p. 425. The whole 
question of encouraging the woollen manufacture was one of their first fields 
of inquiry 

429 and 10 William III, Chapter XL, by which the whole area within 
(lg ete of the border was to come under the regulations for registration 
of wool. 

43 Vide the report of their activities in Out’ Letters, Treasury (Customs), 
ir cA ps 232 

“4 1f the Treaty gave to England some notable commercial gain, wrote 
Somers to the King, of the projected Partition Treaty, “it would wonder- 
fully endear your Majesty to your English Subjects,’ quoted, Lodge, History 
of England, 1660-1702, p. 420. 

“> Vide e.g. petitions in Privy Council Register, 21 Oct. 1697, 17 Feb. 1697-8. 

48 Vide ean interesting proposal in a pamphlet in British Museum, 
816 M., 12/5. ‘ Discourse on the decay of trade suggesting a committee of 
merchants to meet regularly and inquire into it, to appoint own officers and to 
be paid by request to the Treasury,” 1693. 

47 Vernon to Shrewsbury, 29 Jan. 1697-8, “‘I don’t find generally people 
have any great veneration for them and their accounts are more liable to 
Re found fault with than otherwise.” G. P. R. James, Vernon Correspon- 

lence. 

che P.C. Register, 21 Oct. 1697. ‘The Lords of the Treasur direct the - 
missioners of Customs to rebuke their officers of aihase Finer a 
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by the merchants and clothiers of the Northern parts” to Sir 
Henry Goodricke ‘to call together a meeting of the com- 
missioners ’’ appointed by Act of Parliament in 1689 ‘‘ for 
applying some remedy to the reigning evil.*® Almost immedi- 
ately after the adjournment of Parliament the Commissioners 
began to take action. Meetings were held in the Guildhall in 
July 1698°° and apparently regularly during the next twelve 
months. 

Their activities took two forms. Firstly they mobilised a 
force of officers for service in the various counties, and as 
complaints of exportation came in, officers were despatched, 
first to Northumberland, and then to the Western Counties and 
other parts of the country.*’ They also fitted out and com- 
missioned the Blackwellhall Sloop*? under the command of 
Captain Edwards for service upon the coasts of Kent and 
Sussex. And secondly, and at the same time, they attempted 
to induce the Treasury to settle a fund upon them for the 
maintenance of their officers and to defray their general 
expenses.°* It would have been much wiser to make sure of 
the grant before appointing the officers. Candidates, however, 
continued to come forward to fill these new appointments, on 
no further security than the fair promises of an allowance from 
the Treasury, and the somewhat dubious prospect of the share 


industry there have been complaints, and on Oct. 28 it is said that the 
continued export must be due to the failure of some officers in their duty. 
Vide also injury in Treasury Minute Book, XI, pp. 25-30. 

49 John Haynes, Present State of the Clothing Trade, 1706, p. 41. Haynes 
was the London factor for the clothiers of Gloucestershire and a most 
enthusiastic champion of the case against exportation. He was made a 
member of the Commission of 1689 and became closely identified with its 
activities. Throughout the reign of Anne he continued to plead for a 
revival of the Commission as the only method of dealing with exportation, 
and in his works, ibid, and Great Britain’s Glory, 1715 (referred to here- 
after as ‘1706,”’ ‘‘ 1715,’’ respectively), he gives some account of its activities 
in the reign of William. His work is distinctly in the nature of propaganda 
and in his efforts to prove that the officers of the Parliamentary Commission 
were more successful than the Customs officers, he is inclined to exaggerate 
the achievements and the rectitude of the former. 

50 C. Journals, XIII, p. 41—Commissioners’ report. Cf. Haynes, “ 1715,” 


P- 35: ; : ; 
51 Haynes, “ 1706,” cf. list of counties, J. Smith, Chronicon-Rusticum-Com- 


merciale, II, pp. 166-7. 

52 The name is significant : Blackwellhall was the central cloth market in 
London. Haynes, ‘‘ 1706,” p. 47. 

53 Vide infra. 

We find them also drawing the attention of the Privy Council to certain 
practices on the Scottish border. The report was sent to Vernon with 
instructions to communicate with the Secretary of State for Scotland for 
the prevention of them in future. P.C. Register, 2/77, 12 Jan. 1698-9. This 
may have been the attacks of Scottish dragoons on the officers, Haynes, 


“ 1706,” p. 43. 
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in the forfeitures to which the seizer of wool was entitled by 
law:** 

It is somewhat difficult to estimate the exact extent of the 
operations of the Commission in view of the fact that the oficial 
and detailed report of all the proceedings of the Commission and 
its officers which was delivered at the Bar of the House of 
Commons on April 2nd, 1701, is no longer extant.”” We have, 
of course, the various entries in the Treasury Books and Papers 
which resulted from the attempts of the Commissioners to 
secure supplies.** We have also evidence 6f their activities 
in the still uncalendared State Papers of the reign®’ and in the 
petitions for or against the officers, in the Journals of the House 
of Commons.** But in 1747 John Smith in his Chronicon 
Rusticum-Commerciale published ‘‘ A list of the number of 
Surveyors and Riding Officers deputed by the Commissioners 

. with the Counties they were posted in, what seizures of 
wool was made by them and the value thereof; with the diff- 
culties they underwent in that Service as well as charge in 
obtaining and entering Informations, as also carrying on 
Prosecutions . . . in the Court of Exchequer.’’*® According 
to this tabulated report there were seventeen supervisors or 
chief agents at salaries of £120 per annum. ‘These were posted 
throughout nineteen counties. Under them there were 299 
Riding Officers at salaries of £60 per annum. In wages this 
meant an annual expenditure of £17,940. Added to this we 
have the cost of the sloop, of fitting it out, victualling and 
paying its crew, and finally the wages of the Secretary, clerks, 
messengers and doorkeepers. In all, the Commissioners appear 
to have been at an annual charge of £20,879.°° ‘These details 
in conjunction with the rest of the evidence, would certainly 


54 The seizer had first to undertake all the expenses of successful prosecu- 
tion before this was forthcoming. e 

According to Haynes, “ 1706,’ p. 50, the officers were informed of the 
financial situation before they undertook their duties, vide infra. 
_ °° We are told in the Journals, Vol. XIII, p. 465, that ‘ The account 
itself is bound up with the papers of this Session.’”? All such papers when 
not printed in the Journals themselves or ordered to be printed separately, 
appear to have been kept in the Office of the Clerk of the Journals in the 
old Palace of Westminster. This was destroyed by fire in 1834 and, accord- 
ing to the report of a Select Committee appointed after the fire, ‘ every- 
thing perished in the conflagration.” 

56 Infra, Treasury Minutes, Vol. XI, p. 125. 

57 Infra, passim. 

°8 Infra, e.g. 8 Dec. 1699. 

PeaVole Let. 166. He does not mention the source. We can only conjecture, 
therefore, that this is a tabulated version of the missing report to the 
Commons of 1701, or some report of a similar nature. 


60 Haynes, “ 1715,” p. 40, estimates that £30,000 would be a sufficient annual 
allowance for the Commission. 
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seem to imply that there actually was a fairly extensive execu- 
tive operating in some twenty counties and running parallel 
with the ordinary executive organisation of the Crown. 

It is not surprising to find that these new officers were regarded 
with a considerable amount of distaste by the Customs officials 
of the Crown.** ‘The establishment of the Commission had 
represented a virtual vote of censure upon their conduct. ‘They 
resented the claim to inspect the books of the Customs Houses 
on the authority of an Act of Parliament.* This claim meant 
in effect, that those inquisitorial powers which the Commons 
were at this time claiming over all executive departments were 
being carried down to the minute details of Customs administra- 
tion in the ports themselves. The parliamentary officers, 
according to Haynes, found it necessary to complain to the 
Commissioners of the attitude of the Customs officials towards 
them.** Complaints were accordingly made to the Customs 
Commissioners who sent word to the chief officers in the ports 
that they were to ‘‘ give the said Commissioners and their 
agents countenance and assistance on all occasions for the 
service aforesaid ; and an account from time to time of all that 
shall be transacted in the Custom House in relation to passing 
wool from one place to another; and if need be, the inspection 
of the books and registers relating thereto.’’ Similar orders 
were issued by the Commissioners of Excise to their officers 
on the instruction of the Treasury.°” 

These instructions must have come as something of a shock 
to the weaker brethren of the service. "There had been much 
impatience with the construction of the complicated wool 
registers, and many were in a hopeless state of disorder,** to 
say nothing of the negligence®’ which appears to have been 
prevalent in other directions. Yet apart from this, it is difficult 
to see how two such bodies of executive officials, each claiming 
authority from a different source, could have worked smoothly 


61 The intrusion of any additional officials for this purpose seems to have 
been resented. In his report of 12 Jan. 1698-9 in C.O., 388/7, Henry Baker, 
Solicitor of the Treasury, who was sent to investigate the problem, declares 
that the Customs officials of Kent either placed obstructions in his way, 
or else refused to give him any assistance. Vide also S.P.Dom., VIII, 
4 Nov. 1697. 

62 Preamble to 1 William and Mary, Chapter XXXII. ; 

63 “© The Custom House Officers especially northward—rather discouraged 
than assisted them.” “ 1715,’’ p. 36. 7 ' 

64 Ibid, p. 136. Haynes appears to be the sole authority for this document. 

65 Treasury Minute Book, 14 Nov. 1698, Vol. XI, p. 20, and Out Letters, 
General, Cal., XVI, p. 58. 

66 Haynes, “ 1706,” -p. SI. 

67 Supra. 
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together. This was more especially true since relations between ~ 
the two sources of authority, the King and Parliament, were 
extremely strained at the moment as a result of the question 
of the disbandment of the army. ‘The struggle beween Crown 
and Parliament was bound to reflect itself in the persons of 
their respective officers, whether these officials were aware of 
the principle involved in their disputes or not. The strain, 
which is specially interesting in the case of Edwards and 
Breton, appears to have been fairly ubiquitous. It was fatal 
to the efficient execution of the laws. The chief beneficiaries 
were the owlers themselves who used these jealousies in many 
ways, by playing one set of officials off upon the other. When 
the Customs Commissioners were approached by the Treasury 
for their opinion of the plans of the Wool Commissioners, 
it is not surprising to find them reporting that such an 
expenditure on new officials is quite unwarrantable in view 
of the number of Customs and Excise officials already engaged 
on the work. 

The eccentric nature of this institution becomes still more 
apparent when we consider its maritime activities. In this 
sphere it was the obvious duty of the officers appointed by 
the Commission to confiscate not only any English wool which 
they might find, but to seize the ships themselves, no matter 
to whom they belonged. What was to happen if such ships 
belonged to the subjects of a foreign power with whom the 
King desired to remain friendly in the interests of his com- 
plicated foreign policy? 

Such complications were bound to arise in view of the French 
practice already indicated, of securing English wool via Scot- 
land and Holland. ‘The ships which carried this wool from 
Holland to France were often compelled by the exigencies of 
bad weather to call at English ports, like Ramsgate or Dover, 
on their way. This brought them within the orbit of the 
English tariff law; but for the executors of that law the simple 
prohibition of export became complicated in three ways. 
Firstly, to what extent could such ships be entered and 
inspected ?—a question involving the sanctions of the still 
embryonic code of international law; secondly, what was the 
legal position with regard to English wool which had been 
smuggled into Scotland, exported thence to Holland, and 
bought there, ostensibly bona fide, by French merchants? 
Could it be confiscated as English wool after having passed 


68 Infra. 69 Infra. 
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through so many hands? And thirdly, legally both ships and 
wool were forfeit; but foreign ships of this kind had not 
actually exported the wool from England. ‘The confiscation 
of the ships and goods of foreign merchants on their way to 
France with merchandise which they had bought in Holland 
would certainly look dangerously like naked piracy to such 
as were unfamiliar with the intricacies of English law. An 
international issue of such a nature would place the King in 
a most awkward situation. If he dispensed with the law in 
order to offer relief, he would be acting illegally and might 
incur the censure of the House of Commons, which soon after 
the peace began to display a spirit of aggressive independence. 
All this legal vagueness was precisely the soil in which the 
most bitter disputes between King and Commons had thriven 
in the past. In the series of events of 1698-9, we have all the 
constituents of such a dispute involving as usual the familiar 
appeal to the judges. 

In December 1698 Captain Edwards, Commander of the 
Blackwellhall Sloop, seized two French ships which had put in 
at English ports on their way home from Rotterdam, and 
instituted legal proceedings against their masters, for the con- 
fiscation of ships and cargoes, on the ground that English wool 
had been found on board.’° In both cases the Customs officers 
had visited the ships and had agreed that they should be 
allowed to proceed since the wool appeared, by the bills of 
lading, to have been bought in Amsterdam. On receipt of a 
memorial on the subject from the French Ambassador, Mr. 
Secretary Vernon sent to the Customs Commissioners a request 
for a report.”* ‘They replied that they had communicated with 
their Customer and Collector of Dover—Mr. Breton—but that 
he repudiated all responsibility for the matter since the seizure 
had been made by John Edwards ‘‘ who hath a deputation from 
the Commissioners for putting in execution the Act of Parlia- 
ment’? (I W. and M., Ch. XXXII) “‘and is master of a 
vessel fitted out by them for that service.’’” 


70State Papers in Public Record Office, 32/11, f. 182. Paper minuted 2 March 
1698-9. ‘‘ Opinion of the Judges about visiting foreign ships in our ports.” 

71 [bid f. gt. 

By 13 oe 14 Charles II, Chapter XV, it was provided that no ship or 
merchandise shall be seized or forfeited for—unlawful importation or 
exportation—but by the person or persons appointed by His Majesty to 
manage H.M. Customs. 

72 Breton to Customs Commissioners, ibid f. 92. wir, 

“It is the opinion of such as are understanding in wooll here that itt is 
fforeigne wooll, and they give us one reason that the sheep was not washed 
before sheering, which custom is, they say, only in England.” 
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As a result, Vernon, no doubt surprised at the existence 
of this strange executive authority and irritated by the necessity 
of having to launch a new series of inquiries, remitted the 
memorial of the French Ambassador to the Commissioners 
authorised by Act of Parliament, who met to consider the 
matter on January roth. It appears from their reply that they 
had already held meetings with the agents of the French 
captain, in the Guildhall. In consideration of the memorial 
of the French Ambassador, they agreed that the wool should 
be unladen, while the ships and the rest of. the merchandise 
should proceed on their way,’ giving security to answer pro- 
ceedings at law in the action for the wool. They followed this 
up on January 18th by another meeting, ‘‘the King’s Solicitor- 
General, and Mr. Cowper, King’s Counsell of the Law, and 
Sir Charles Hedges, Judge of the Admiralty Court, being 
present, and consulted at this board,’’ the conclusion of which 
was similar to that of the roth save that it was left to the 
discretion of the owners of the ships ‘‘ whether they will try 
the title at law or noe.’’’* Here indeed was something approach- 
ing a commercial republic—a Parliamentary executive deliberat- 
ing freely on a memorandum from a foreign ambassador and 
calling in the assistance of the Judicature to decide the point 
of law! 

Meanwhile the matter had been brought to the personal 
notice of the King by the States General. ‘‘ His Majesty is 
very desirous to give relief in this case,’’ wrote Vernon to 
Williamson on the 24th.”” As the King’s Secretary of State, 
Vernon, accordingly, “‘had a meeting ... with Sir Harry 
Goodricke, two of the King’s Councill, and Sir Charles 
Hedges ’’ to see ‘‘ how the prosecution can be discharged.’’”® 
After a consideration of the various Acts against exportation 
the conclusion was reached that the law would have to take 
its course in regard to the wool although the ships might be 
discharged. ‘‘ The Commission,’’ wrote Vernon, ‘“‘ under 
whose authority the seizure was made have sent their directions 
accordingly.”’’” So far, therefore, the Parliamentary Com- 
mission had been instrumental in ensuring the enforcement of 
the laws against exportation. The Secretary of State, repre- 
senting the wider point of view of the Royal prerogative in 
foreign affairs, was unable to override its authority.”* ‘The best 

73 

75 Tinicotn: RI Ibid ff. ah ty ee fon teade 


7 «“T am not well satisfied,’ he wrote to Williamson, “ that we should 
go about to subject foreignors who come thither only for shelter, to the 
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that Vernon could do was ‘‘ to endeavour to make my Lord 
Chief Baron, who is to try this cause as easy as may be in 
the decision of it.’’”® 

The clash between the Royal prerogative in foreign affairs 
and the Parliamentary executive in commerce, becomes still 
more apparent in Vernon’s letter to Williamson of January 
24th. Here we see that the whole matter, since it involved the 
relations of the country with foreign powers, had been brought 
before the King in his Cabinet Council.*° William was not 
only anxious to give relief because the States General were 
involved. He was specially anxious to avoid all unnecessary 
offence towards France at this particular period.*t Louis XIV 
in similar circumstances would at once have sent orders, by 
virtue of his absolute authority, for the immediate release of 
the ships and goods, and no power in the country would have 
dared to question them.** But the English State which had 
come into being with the Revolution was of an entirely different 
type. The officer of a Parliamentary Commission had seized 
the ships and the King was powerless to release them. ‘The 
laws for the protection of commerce must take their course, 
for Parliament had not only legislated; it was executing the 
laws as well through officers over whom the Crown had 
technically no control.** 


vexations and penalties that may be imposed on ourselves . . . we make 
both our Treaties and our Acts of Parliament without enough considering 
how they will square out with another...” ibid f. 112; yet “‘it is a great 
eyesoar to us to see our wooll carried from one country to another...’ f. 
127—a remark which shows that Vernon appreciated both points of view. 

79 Ibid f. 111. On f. 127 we see that this had been done. ‘‘ By H.M.’s 
command I have spoken to my Lord Chief Baron and the rest of the judges 
of that Bench (Court of Exchequer) and have informed them of the nature 
of this unlucky seizure and what ill consequences it may have if care be 
not taken in it. I think they understand it rightly, but I further intend to 
get Mr. Attorney to go to them...” with... “‘a translate of the States 
letter, so that I hope to bring this to a good and speedy termination.” 

80 Thid ff. 126-7. ? 

81 The only security for the peace of Europe, in the event of the death of 
the feeble Charles II of Spain, was the recently concluded First Partition 
.Treaty. If, in this event Louis XIV were to decide to break the agreement, 
it is hard to see what William could have done, in view of the determination 
of the Commons to reduce the army to a paltry 7,000 men. Something of 
William’s trepidation is seen in his correspondence with Heinsius upon the 


death of the Electoral Prince of Bavaria on 2 Ie. 1698 which smashed 


the First Partition Treaty. It is clear that during this period of negotiation 
over Edwards’ seizures, European diplomacy was in a very delicate condition. 

82 Vide Prior’s letters from France on the contrast between the two 
systems (e.g. March 11th and 18th, N.S. 1698/9). Bath-Longleat MSS., 
Vol. 3, Hist. MSS. Commission. 

83 « His Majesty is anxious to give relief in this case,’? wrote Vernon, 
‘Cand everybody thinks it highly reasonable, but there are forms to be 
observed which I think we are more hampered with than any other country 
besides.?2) (S:Ps, 292] 15,44. 127. 
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In this dilemma William determined on the Stuart expedient 
of laying the matter before the Judges. The complaints of 
the French Ambassador and the States General were laid before 
them and their opinion was asked on three questions.** Firstly, 
how far ships belonging to the subjects of Princes in friendship 
with His Majesty may be liable to be visited on our part when 
they come into our ports for avoiding the dangers of the seas 
without any intention to dispose of any of their goods here? 
Secondly, whether they can be questioned for goods bought 
in foreign markets which are not to be.disposed of here. 
Thirdly, what may be done for the relief of those who are so 
visited, seized and detained. And in what method it may be 
soonest done? And how far the like seizure may be prevented 
for the future? 

Now, just as these questions fell between the two spheres 
of commerce and foreign policy, between the jurisdictions of 
Parliament and King, so also they might be regarded as being 
amenable to two systems of law. In so far as they involved 
contraventions of Statute they would fall under the jurisdiction 
of the English Common Law. On the other hand, they might 
be regarded as falling into the sphere of the Universal Law 
Merchant by which all international questions of commerce were 
settled.“ The opinion of the majority of the judges was, 
naturally enough, in accordance with the precedents of the 
former. They declared in answer to the three questions,*® 
firstly, that ‘“‘ They are liable to be visited if there be just 
cause of suspicion of theyr having aboard goods which are by 
law forfeit to he King; secondly, they may be questioned, for 
the sale in forraign markets doth not Devest (sic) the interest 
accrued to the King by forfeiture; and thirdly the King may 
by law discharge his interest in the forfeiture. And for the 
future may please to give his royal directions to his officers to 
take special care not to visit any foreign ships without just 
cause,”’*’ The conduct of Edwards would appear to have been 

_William, already exasperated by the conduct of this “blind and ill 
disposed ’’ Parliament, must have been surprised to find that it had mono- 
polised part of the administration of the law in such a way that he was 
unable to release a few ships at the ports. $4 [bid f. 782. 

_ 88 All matters connected with foreign trade, said Chief Justice Jeffreys 
in the case of Sandys against the East India Company, were determinable 
by the universal Jaw merchant which was a branch of the Jus Gentium 
and upon this ground stood the Court of Admiralty. State Trials, X, p. 371, 


quoted Holdsworth, History of English Law, VI, p. 326. 

86\S.P.,°32/ 11, f:. 184. ed . Seas 

87 This was signed by the two Chief Justices, Holt and Treby, Chief Baron 
Ward of the Exchequer Court, Attorney-General Trevor, Richard Raines, 
Judge of the Prerogative Court, and John Hawles the Solicitor-General. 
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perfectly legal, therefore, according to English law. All the 
King could do was to instruct his officers to exercise caution. 
He could discharge his own interest in the forfeiture but there 
was no authority in this decision for the King to order the 
confiscated wool to be returned to the French captains. If he 
desired to do this, although it was hardly legal, he would in 
justice have to compensate the officers who had seized the wool 
and were therefore entitled to a share of it by law. 

_ There was, however, one dissentient voice among the judges. 
It was natural that Sir Charles Hedges, Chief Judge of the 
Admiralty Court, should find himself at variance with the 
opinion of the Judges of the English law courts on this point, 
for he stood for an international code of commercial law. ‘The 
opinion of this judge was much more congenial to William III. 
It gave him a legal excuse for taking the matter into his own 
hands and settling it by virtue of his prerogative in foreign 
affairs.** He agreed to the right to visit foreign ships only if 
it was by virtue of a special warrant.*® On the second point 
also he appended a caveat. According to the Law merchant 
it was by no means certain that wool, which had been bought 
in Holland by French merchants, could be confiscated by the 
English authorities, even if it were proved to be wool originally 
from England. This might be justifiable at Civil Law and 
in the case of individuals, for ‘‘ no sale or transference by a 
wrongful possessor of another man’s goods can alter the internal 
right or property thereof . . . but as the laws of England for 
the convenience of trade . . . hath as I take it abolished that 
law, so the necessity for carrying on of publick trade and 
commerce hath by the common consent of nations introduced 
a practice which does the same in effect though it could never 
be established directly or by any positive law. .. .” 

This judgment was specially congenial to a King whose mind 
was essentially that of an international diplomatist. In any 
case he was the member of a race which, as the greatest traders 
in Europe, had become identified with the growth of inter- 
national law, and could boast of authorities on the subject like 
Grotius and Bynkershoek. We can trace the influence of 


SePSe yess ily te FCA. : 
The opinion of Hedges is of considerable interest as representing an 


early instance of this Jus Gentium or Law of Nations which was rapidly 
gathering force in the international affairs of the seventeenth century. 

89 «« Tf all ships driven into His Majesty’s ports may be searched by colour 
of a general order given to customs officers or others, I humbly conceive 
that such proceedings are not agreeable to the laws of nations or the usage 


in any trading country.” 
D 
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Hedges upon the event of the dispute. The first result was an 
official order on the Right of Search. Vernon wrote to the 
Lords of the Treasury four days later®® to say that the judges 
have been consulted and it is their opinion “‘ that His Majesty 
may give orders to his officers not to visit forreign ships so 
coming into our ports, but by virtue of a special warrant upon 
information or for some other just cause®’ and that directions 
be sent to the Commissioners of His Majesty’s Customs accord- 
ingly..? In the second place the King took advantage of 
Hedges’ opinion in a way which virtually amounted to a 
dispensation with the laws of the kingdom. He could not order 
the relinquishment of the confiscated wool; but he achieved the 
same result by an expression of the royal will which was, for 
all practical purposes, a command. ‘‘In pursuance and in 
obedience to His Majesty’s request made known by the Secre- 
tary of State,’’ Haynes and Edwards voluntarily consented to 
deliver the wool to the French owners.** ‘This transaction was 
in the nature, on the one hand, of a personal appeal on the part 
of the King, and on the other, of a voluntary consent on the 
part of his subjects.°* ‘There was in reality no surrender of 
principle. William had been unable to override the law in the 
interests of his foreign policy. 


90 Treasury Papers, Calendar, Vol. YX, No. 5. The version in the Intro- 
duction to the volume is fuller, p. xxxvi. 

91 Obviously Hedges’ view was preferred. He became Secretary of State 
in Noy. 1701. 

92The instructions which the Customs Commissioners actually drafted 
for the approval of the Treasury (Out Letters, Treasury, (Customs) p. 14, 
30 March 1699) are somewhat different from the recommendation of the 
Crown which appears in the Calendar of Treasury Papers (as an official ruling 
on the Right of Search), ut. supra note 54, Officers are to ‘‘ use great caution 
and regard in visiting and searching all foreign ships . . . so as not to give 
any just cause of offence. They are not to seize or detain any such ship upon 
slight grounds, but only on information, or if it is obvious that they have 
broken bulk ... or are delaying unnecessarily . . . or hovering upon the 
coast... .’? These were the instructions actually sanctioned by the Privy 
Council (P.C., 2/77, p. 318) and remitted via the Treasury and Customs Com- 
missioners for observance in the ports. 

2855... 32) Lisette 25-0: 

®4 Tt might naturally have been expected that some compensation would 
be extended to Haynes and Edwards for the financial loss which they had 
sustained. Haynes petitioned the King to this effect on 1 June 1699, ibid 
ff. 284-5, but there is no evidence that any such compensation was paid. 


[The second part of this article will appear in Economica No. 41.—Ep.] 
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The Origins of the Separation of 


Powers in America 


By BenjaMiIn F. Wricut, Jr. 
(Associate Professor of Government in Harvard University) 


Recent English commentators upon American government seem 
to be in agreement upon at least two points; the evils of the 
separation of powers principle as there applied, and Montes- 
quieu’s responsibility for its adoption.’ For the first of these 
there is doubtless much to be said. ‘The second is extremely 
dubious. ‘There can be no doubt but that Montesquieu’s per- 
suasively simple formula for securing liberty did have a large 
following in America, and it is clear that the Constitution of 
1787 represents to an unusual degree the application of one 
kind of separation theory. It by no means follows that Montes- 
quieu is the father-once-removed of this feature of the Constitu- 
tion. It is important, first of all, to remember that he was 
neither the first nor the last theorist to expound the gospel of 
liberty through checks and balances. Harrington, Locke, and 
Blackstone, among others, likewise expressed favourable 
opinions on this subject. All three were as widely read in 
America, and, of course, only the last of them could have been 
influenced by the great Frenchman.’ I have no intention of 
undertaking the somewhat fruitless task of discussing com- 
parative influences, but I do desire to emphasise the fact that 

1 Two examples from quite recent discussions may serve to illustrate the 
point of view referred to. In his French Liberal Thought in the Highteenth 
Century, Mr. Kingsley Martin says, ‘‘ The fathers of the American Consti- 
tution borrowed from him [Montesquieu] one of their central theories. ... 
No device was ever so hampering as the separation of powers... .’’ (p. 165). 
In Mr. Herman Finer’s Theory and Practice of Modern Government appears 
the statement that the influence of Montesquieu’s theory ‘‘ drew the United 


States into a system of government, of which one may say at the best that 
the people are happy in spite of it... .’’ (Volume I, p. 161). ; 

2 John Adams found that at least a dozen philosophers, historians, and 
writers on government held to some kind of separation theory. The first 
volume of his Defence of the Constitutions in which these findings are set 
forth appeared in 1786 and was read by a number of members of the Federal 
Convention. See note 22, below; also Charles Warren, The Making of the 
Constitution, pp. 155-7, 815-8. On Harrington’s influence see Gooch and 
Laski, English Democratic Ideas in the Seventeenth Century, Appendix; and 
H. F. Russell Smith, Harrington and his Oceana, 
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Montesquieu was far from being alone in his advocacy of this 
principle or in his popularity in America. 

Another consideration which calls for preliminary comment 1s 
that Montesquieu, in his interpretation of the separation prin- 
ciple, did not describe a set of institutions at all similar to those 
adopted in the United States. He thought and wrote in terms 
of separation and balance as between orders and estates—king, 
nobles, commons. The English system he applauded because it 
embodied this balance; the later Roman Republic he criticised 
because in it ‘‘ the people had the greatest share of the legisla- 
tive, a part of the executive, and part of the judicial power.’’* 
Under such a system there was no adequate balance. Not only 
did he oppose an elected executive but also any power in the 
legislative branch to impeach the executive.* The real balance 
in his system is between the king and the two houses, each 
representing a different order in the realm. ‘The courts hardly 
counted ; ‘‘ the judiciary is in some measure next to nothing.’”” 
The American system violates these principles in numerous 
respects. No system of orders or estates was established; the 
executive was made elective rather than hereditary; the im- 
peachment power was given to Congress; and the courts were 
either given or came to exercise the very powerful function of con- 
stitutional review of legislative and executive acts. Montesquieu, 
along with several others, did help to popularise the general 
theory of separation between the powers, but he could not 
possibly have contributed anything very important to the inter- 
pretation and application of that principle in this country. 

We have not yet considered what is probably the essential 
question in this general problem: just why did the separation 
theory appeal to the Americans of the constitution-making era? 
This was not the only point of view which was proposed and 
defended when the first constitutions were being drafted. At 
that time Thomas Paine and Benjanriin Franklin were among 
the most influential men in the country. Both opposed the 
separation theory, but, in this respect, they had almost no 
influence, excepting, temporarily, in Pennsylvania.* Few, if 
any, pamphlets in modern history have had the success of 
Paine’s Common Sense. Published in January, 1776, it was 
enormously popular and gave an extraordinary impetus to the 
movement for independence which was then just beginning. In 


8 Spirit of the Laws, Book XI, ch. xviii. 
4 Ibid., Book XI, ch. vi. 5 Ibid. 


6 On Franklin see his Writings (Smyth ed.), LUXS Ong es 2; and M. R 
Hiselen, Franklin’s Political Theories, chapters viii, ph xi. mi - 
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that little essay Paine also attacked the English form of govern- 
ment as being an abominable complexity and argued in favour 
of a simple union of powers system for America.’ This part, 
except as it helped to stir up antagonism toward Britain, passed 
unnoticed. A reference to Montesquieu, who was then just 
_ beginning to be known in America, is hardly sufficient to explain 
this phenomenon. The answer is not to be found in the writings 
of these men, but rather in the institutional history of the 
colonies between 1606 and 1776. Had Montesquieu never pub- 
lished his treatise the constitutions written between 1776 and 
1787 might or might not have been different. I am inclined to 
believe that they would not have been, but that is, of course, a 
view incapable of proof. It is, however, demonstrable that if 
the history of the colonies had been different we should to-day 
have either less of separation or a different kind. At any rate, 
it is in the history of the colonial governments that one finds the 
reasons for the acceptance of the general theory of separation of 
powers, as well as the ancestry of the forms set forth in the later 
constitutions. 


uy 


When Virginia, the first successful colonial venture of the 
English in what is now the United States, was settled, the 
government was in the hands of two councils, one in London, 
the other in the colony.* In neither council was there any separa- 
tion of powers. ‘There was a governor in Virginia, but he was 
chosen by, and was a member of, the council. In 1610, however, 
the bare beginnings of separation appear. The governor became 
something more than primus inter pares; instead of being 
chosen by the council, he selected its members.’ ‘This process 
was carried another step with the creation of an elected assembly 
in 1619, the first representative legislature in America. The 
ordinance creating this assembly has been lost, but that of 16217° 
gives evidence of the existence of two councils in the colony. 
There was, however, no separation into two distinct houses, 
although, in the meetings of this primitive legislature, some dis- 
tinction was made, the governor and council occupying the choir 
seats while the burgesses faced them from the body of the little 

7 Paine, Writings (Conway ed.), I, 71-4, 94, 97-_ ; 

8 [The Virginia and other charters will be found in the two collections of 
Charters and Constitutions, edited by B. P. Poore and F. N. Thorpe. Most 
of them are in W. MacDonald, Select Charters. 


9 Brown, Genesis of the United States, I, 375 ff. 
10 Hening, Statutes of Virginia, I, 110, 114; Force, Tracts, II, No. 5, p. 6. 


172 ECONOMICA [MAY 


church at Jamestown.'' When it is remembered that Virginia 
was at this time a commercial, company-controlled colony or 
plantation, it is evident that there was here no great separation 
of powers. But these beginnings were markedly extended in 
1624 when the Crown ousted the company and Virginia became 
a royal colony. After that time the governor was appointed by 
the Crown. As the burgesses were elected by the colonists we 
have here the quite definite establishment of a system of separa- 
tion of powers and of checks and balances. This is the system, 
with some later alterations, under which all except five of the 
colonies were governed during the decades preceding the Revolu- 
tion. Furthermore, since in the colonies of Pennsylvania, Mary- 
land, and Delaware, the governors were appointed by the pro- 
prietors, who usually lived in England, substantially the same 
form of government existed in all of the colonies except Con- 
necticut and Rhode Island. 

At this point it seems worth while to give a brief description 
of the political institutions of these two ‘‘ charter ’’ colonies in 
order, by way of contrast, to indicate the salient characteristics 
of the dominant form of colonial government. Massachusetts, 
which was in many respects the mother of both Connecticut and 
Rhode Island, was originally settled under a company charter. 
It was, however, a company only in form. It was actually 
intended from the first to be a colony, not a plantation venture 
financed by a commercial company for the financial profit of the 
shareholders. Under the form of the charter all freemen or mem- 
bers of the company were entitled to political privileges. After a 
brief period of benevolent oligarchy in which the body of the 
freemen were governed, doubtless for their own good, but with- 
out their consultation, an elective legislature and executive was 
established. Under this system power was in the hands of the 
General Court, composed of the governer, the assistants or coun- 
cillors, and the representatives of the towns. In it there was 
little separation of powers. Until 1644 the legislature was uni- 
cameral although the assistants had what was called a “‘ negative 
voice ’’ in spite of the fact that they constituted a minority of the 
Court. Being better educated and accustomed to leadership they 
ordinarily monopolised the debates. The irritation which resulted 
came to a head in 1644 following a bitter series of suits between 
the Goodwife Sherman, a poor widow of Boston, and one Robert 
Keayne, a merchant of that city, who had killed her sow when it 
trespassed upon his property. Three times the suit came before 


11 Osgood, American Colonies in the Seventeenth Century, I, 92. bears 
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the General Court; three times the deputies sided with the 
widow and the assistants with the merchant. The deputies 
denied the right of the ‘‘ negative voice”; the clergy and many 
of the colonists took sides in the dispute. The upshot was vindi- 
cation of the ‘‘ negative voice ’’ and separation into two houses 
of legislation. Such is the origin of the bicameral system in 
America ! 

Separation between the two houses of the legislature came then 
to Massachusetts in 1644 and was imitated by Connecticut and 
Rhode Island some fifty years later. Of separation between the 
executive and the legislature there was relatively little in 
Massachusetts until the establishment of royal government under 
Andros in 1684 and under the second charter of 1691. After that 
time its system was not markedly different from that of the other 
royal colonies. But before that time, and until well after the 
Revolution in Connecticut, there was, relatively speaking, a 
system of co-operation of powers. One of its most interesting 
aspects was the practice of re-electing the governor and the 
assistants, frequently for as long as they could or would serve. 
In Massachusetts, although ten to fifteen assistants were elected 
annually, only thirty-five new names appear in forty-eight 
years. ‘“‘ John Winthrop was governor or assistant for nineteen 
years, when he died. John Endecott was assistant or governor 
for twenty-three years, and governor for ten years more, when 
he died. Simon Bradstreet earned a promotion to the governor- 
ship by fifty years’ faithful service on the Board of Assistants. 
He was nine times re-elected governor, but forced into premature 
retirement at the age of eighty-nine by the arrival of a new 
charter.’’’? During the century preceding the Revolution in 
Connecticut one governor served for eighteen years, two served 
for seventeen each, one served fifteen and one eleven.’® In his 
History of Connecticut, Jonathan Trumbull, himself governor 
for fifteen years, frequently notes that “ at the court of election: 
this year the governor and council were all re-elected,’ or that 
‘““ one change was made in the list of the latter.’’* 


12S. B. Morison, Builders of the Bay Colony, pp. 94-5. 

13 Alexander Johnston, Connecticut, pp. 80-1. Lists of governors and 
assistants for all of these colonies are given in the appendices to J. G. 
Palfrey, History of New England. In Rhode Island, although one governor 
served from 16098-1726, the usual practice seems to have been to re-elect them 
only one, two or three times. There, because of peculiar local conditions, 
the legislature was jealous of, and anxious to control, the executive. In 
other words, it seems to have practised legislative supremacy rather than 
separation of powers. : 

14 See op. cit. I, 401, 405, 406, 430. This may have been due partly to a 
system of nomination under which the incumbents were before the voters 
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Although both the executive and the legislature were selected 
by the freeman through a curious mixture of direct and indirect 
ot proxy voting, it seems reasonably certain that the practice 
under such a polity would not have led the Americans to adopt 
forms of government during and after the Revolution embodying 
the separation principle to so marked a degree. Certainly Rhode 
Island and Connecticut found no reason in 1776 to alter the exist- 
ing structure of their governments. But in all of the other 
colonies the political experience was extremely different. Instead 
of governments representing either a remarkably harmonious 
organisation of powers or something approximating legislative 
supremacy we find that the authority of the legislature and of 
the executive comes from different sources with the result that 
there is more of antagonism than of co-operation between them.” 
The one represented the point of view and the interests of the 
colonists, the other of the Crown or the proprietor. The 
assembly had general power over legislation, including the all- 
important finance, subject to the veto of the governor. Local 
desires and externally imposed limitations were thus brought into 
frequent conflict. Even when the governor sympathised with 
the demands of the colonists he was frequently required by his 
instructions to apply the veto power, or to prorogue or dissolve 
the assembly. In the long-continued struggle for control of the 
government the legislatures tended to win out. In a sense it 
was a repetition of the story of the struggle between Crown and 
Parliament in the Middle Ages. The assemblies, like their pro- 
totype, early asserted and ever maintained the power of the 
purse. Since, with a few rare exceptions, the governor depended 
upon the elected representatives for his salary, for monies with 
which to carry on the usual offices of government, and for the 
expenses of campaigns against the Indians and the French, he 
more often than not had to give way,,even though his instruc- 
tions required him to do otherwise. Thus we find that in several 
of the colonies, quite contrary to the English theory of the 
governments, the assemblies appointed treasurers, tax col- 
lectors and other financial officers, selected commissions or com- 
missioners to exercise a greater or lesser degree of control over 
the troops, who, according to the theory of the Crown, were 
under the direction of the governor, and sometimes even speci- 


and no others could be nominated until they were defeated. The basic 
reason must have been general satisfaction with the existing process which 
resulted in so much of harmony between the departments. 

1§ On this subject see the excellent monographs of E. B. Greene, The 
Provincial Governor, and Ll. W. Labaree, Royal Government in America. 
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fied the use for specific bodies of troops in appropriation bills. 
However, it is not especially important for our purposes that 
the governorship had come to have, by 1775, a relatively weaker 
position than it had held a century earlier. The significant fact 
is that marked separation between executive and legislative 
branches was the rule in eleven of the thirteen colonies. It was, 
for the most part, a most unsatisfactory system, one which did 
much to produce the frame of mind out of which came the Revo- 
lution, but it was, nevertheless, the immediate parent of the 
State governments of the Revolutionary era. 

Two other aspects of the separation of powers which existed 
in it require brief comment. In all of these colonies except 
Pennsylvania the governor’s council served also as upper house 
of the legislature. This council was, with the exception of 
Massachusetts and Pennsylvania, selected by the Crown or pro- 
prietor, usually on nomination of the governor. This might, 
and frequently did, mean that the legislature was a house divided 
in its sympathies, but it also very clearly meant, save in Penn- 
sylvania, that the colonists were accustomed to a separation of 
powers within their legislature as well as between governor 
and legislature. 

During the same period the colonists were also developing a 
somewhat separate judiciary. In the first assembly held in 
Virginia, the legislature, which there included the governor, not 
only considered such public problems as the ownership of land 
and relations with the Indians, but also tried one civil and one 
criminal suit. It has been pointed out that it was a suit for 
recovery of the value of one sow which disrupted the Massachu- 
setts General Court and thus led to the establishment of 
bicameralism in America. Before the middle of the seventeenth 
century, however, separate lower courts were established in 
several colonies and during the next century a separate court 
system was universal.’ The governor with his council were 
usually the final court of appeal in civil cases, and, more rarely, 
in criminal ones as well. With the consent of his council he 
appointed judges of the lower courts. In the early years he 
usually had an unlimited power of removal, but the tendency 
was to place restrictions upon this. One of the long-continued 
struggles of the assemblies was for judicial tenure during good 
behaviour, a tenure much more conducive to judicial indepen- 

16 Just how the courts should be established and controlled was another 


subject of controversy. See Thomas Pownall, Administration of the Colonies, 
p. 75, for an account by one of the ablest and most experienced of colonial 


administrators. 
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dence than that during the pleasure of the executive. Despite 
the opposition of the Crown, extending even to the removal of 
one governor who failed to veto such an act, the assemblies 
managed to establish the longer tenure in several colonies. ‘That 
this struggle was not forgotten by the colonists is made clear 
by the clause of the Declaration of Independence to the effect 
that “‘ he has made judges dependent on his will alone for the 
tenure of their offices.”’ 


ii 


It is one of the most curious facts in the history of the United 
States that the legislative-executive quarrels during the colonial 
period convinced the colonists of the desirability of a separation 
of powers rather than a union of powers. They had certainly 
experienced more of separation and of checks and balances than 
was consistent with even moderately satisfactory government. 
Of course, they quickly abandoned the worst feature of the 
colonial system—the mixture of local and external control, but 
they continued to desire as much of separation as was compatible 
with selection of the executive within the colony. It took just 
one year of constitution-making in the colonies, or States as 
they now became, to develop the system which, with few altera- 
tions, has been adopted by all of the States and, in substance, 
by the nation. Doubtless the writings of the English and French 
publicists who upheld the theory of separation of powers played 
a considerable part in consolidating and strengthening the 
American preference for government of this kind. So far as I 
can see, there is no possible way of determining just how much 
influence they did exert. For the most part references to their 
writings come after rather than before the constitutions were 
drafted. They seem, that is to say, to be quoted by way of 
explaining and justifying what had already been done. And, 
as I have previously pointed out, the Americans could not 
possibly have taken from these writings even the outlines of the 
forms which they described in their constitutions. In this, the 
first of the great periods of modern constitution writing, it was 
indigenous experience which determined the character of the 
fundamental laws. 

Between 1776 and the formation of the national Constitution 
in 1787 each of the States, except Connecticut and Rhode Island, 
adopted at least one constitution. The first two, those of New 
Hampshire and South Carolina, were intended to endure only 
until a reconciliation of the dispute with Britain had been 
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arrived at. The others, adopted after a policy of independence 
had been agreed upon, were intended to be instruments of govern- 
ment for lasting use. In these documents a very interesting 
tendency with regard to the separation of powers is to be found.?” 
In twelve of them appears the statement that no person shall 
exercise the duties or powers of more than one department of 
government at the same time. Aside from this provision, all 
of them, except three of the last four to be adopted, embody less 
of separation of powers and of a power in each department to check 
or balance the other two than has since been the case in this 
country. The immediate effect of the previous wrangles between 
governors and assemblies was a position of inferiority for the 
former. In seven of the States he was selected by the legisla- 
tures, in all except two for a one-year term. In Pennsylvania 
only, however, was there a plural executive. There the influence 
of Franklin, Paine, and several local leaders was sufficient to 
establish an executive council in which the governor, or presi- 
dent as he was called, was little more than chairman.’® But 
with the exception of this State the domination of the executive 
by the legislature did not indicate a desire to avoid the evils 
of separation of powers. Three of these constitutions included 
doctrinaire statements of the separation theory.’® The status of 
the executive was the result of colonial struggles and of their 
inability immediately to devise a scheme under which that office 
could be made independent and powerful without being 
dangerous. 

In the second year of State constitution-making New York 
adopted a constitution written by John Jay, subsequently the 
first chief justice of the national Supreme Court, in which popu- 
lar election of the governor was provided for. He, together with 
the judges of the State Supreme Court, constituted a council 


17 All of these constitutions are reprinted in the collections by Poore and 
Thorpe previously referred to. For convenient summaries of certain of their 
features see S. G. Fisher, Evolution of the Constitution (2nd ed.), 
chapters iii, v. C ' ; 

18 Probably the existence of something approximating to a plural executive 
and a unicameral legislature in colonial Pennsylvania was partly responsible 
for this. The absence of a separation of powers as then understood was the 
subject for continued criticism of this constitution until it was replaced in 
1790. It seems probable that a majority of the electors opposed its content 
from the time of its adoption. See A. Nevins, American States during the 
Revolution, pp. 184 ff. : Fray : 

19 Virginia, North Carolina, and Georgia. That of Virginia provides that 
“The legislative, executive, and judiciary departments shall be separate 
and distinct, so that neither exercise the powers properly belonging to the 
other.” Statements similar in point of view were also included in the 
Massachusetts Constitution of 1780 and the New Hampshire Constitution of 
1784. The Pennsylvania Constitution of 1776 contained a more restricted 


provision. 
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of revision with a modified veto power. Three years later Massa- 
chusetts, which had been in process of preparing a constitution 
for several years, adopted one written by John Adams.” This 
was the first of the period to be submitted to popular vote” and 
it represents the most careful judgment of the time upon the 
problem of organising the powers of government. In 1784, New 
Hampshire adopted for its second constitution a document 
modelled upon that of Massachusetts. In both the governor 1s 
selected by direct election of all voters. Following the colonial 
practice, there is in both an executive council which was to 
advise the governor, and the consent of which was required 
before he could exercise certain of his powers. In Massachusetts 
the governor exercised the veto power without this consent, and 
a two-thirds vote of the legislature was required to over-ride his 
action. The judges were to be appointed by the executive, not, as 
in most of the States, by the legislature. 

In all of the constitutions, excepting those of Pennsylvania 
and Georgia, a bicameral legislature was provided for. It is 
difficult at the present time to understand why the men of this 
age believed that a bicameral system was essential to liberty, but 
it is unquestionably true that they did believe just that. It 
made no difference to them that both houses were selected by the 
same, or almost the same, electorate. John Adams was merely 
representing the point of view of his age when he wrote, in 1776, 
that ‘‘ I think that a people cannot be long free, nor ever happy, 
whose government is in one assembly.’’” 

- Two of the States, Connecticut and Rhode Island, have not 
been considered for the good reason that they continued to use 

20 Karly in 1776 Adams wrote a little pamphlet, Thoughts on Government, 
in which he defended the principle of separation of powers. He there pro- 
posed as an immediate expedient. legislative selection of the executive, but 


also said that experience might indicate the desirability of popular election. 
Works, IV, p. 193. ° 

71 A constitution submitted to the voters in 1778 was rejected partly, at 
least, because of its failure to provide an adequate separation of powers. See 
especially T. Parsons, The Essex Result. This document, together with 
some other materials of the time, are reprinted in my Source Book of American 
Political Theory, ch. iii. 

22 Op. cit., p. 195. In 1786 appeared the first of the three volumes of 
Adams’ Defence of the Constitutions, This was intended as an answer to 
Turgot’s argument in favour of unification of powers as well as a justification 
of the forms found in the American State constitutions, especially that cf 
Massachusetts. In this laborious production Adams cites the governmental 
systems of scores of contemporary and past States, and quotes from the 
writings of dozens of philosophers, historians, and writers on government. 
Montesquieu is quoted, but without comment. Harrington and Polybius he 
apparently found better suited to his purpose. See his Works, Vols. IV-VI. 
See also Jefferson’s Notes on Virginia (1782) for his criticism of the Virginia 


penatttotion of 1776 because of the inadequate separation of powers provided 
in it, 
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their colonial charters as constitutions until 1818 and 1842 
respectively. While the other States were adopting one, two, 
and even three constitutions in an attempt to work out a satis- 
factory system of government, they continued the mechanism 
and the methods which had served them well for over a century. 
Not having been subject to a form of colonial government in 
which an extreme amount of checks and balances between 
separate departments was the usual thing, they simply were not 
interested in the separation of powers theory. They knew from 
long experience that their liberties were secure without any more 
of separation than they had previously enjoyed, and that, judged 
by the standards developed in this country during and just after 
the Revolution, was very little indeed. 


Il 


If the State constitutions adopted betwen 1776 and 1784 indi- 
cate a fairly definite tendency toward the adoption of a greater 
amount of separation of powers, the first national constitution, 
the Articles of Confederation, made virtually no concession to 
this principle. A unicameral legislature exercised or controlled 
the exercise of all important powers granted to the central 
government. ‘The only executive provided for was a council 
selected by the Congress to deal with matters arising in the 
interval between its sessions. No general system of courts was 
provided, although a commission of from seven to nine members, 
selected by a combination of Congressional appointment and lot, 
to deal with inter-State disputes was made possible. Congress 
might also provide for courts for the trial of piracies, prize and 
other maritime cases. The one concession to the separation 
theory appears in this connection; the members of such courts 
might not be members of Congress. 

This constitution, although it was not finally ratified until 
1781, was drafted in 1776 and only slightly altered before being 
submitted to the States in 1777. It thus represents the point of 
view of the early Revolutionary period. It was, furthermore, 
not much more than a slightly modified version of the govern- 
ment under the extra-legal Continental Congress which acted 
as agent of the States just before and during the opening days 
of that struggle. But the principal reason for the form of govern- 
ment set forth in it was that it was little more than the constitu- 
tion for a league of independent States. Only the most limited 
of powers were given to the central government, unanimous con- 
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sent of the States was required for amendment, and, in Article 
II, it stated that ‘‘ Each State retains its sovereignty, freedom 
and independence, and every power, jurisdiction and right, which 
is not by this confederation expressly delegated to the United 
States in Congress assembled.”’ 

The government under this Constitution was handicapped from 
the first by the inadequate grant of powers.”* Its weakness led 
to repeated criticism, not a little of which was directed against 
the absence of a separate executive and a general system of 
courts. Had the government not been so weak that its failure 
was inevitable, it is at least possible that something like a 
responsible executive would have been the long-run development. 
The combination of a weak government under the Articles and 
the example of the States was, however, to produce a new consti- 
tution in which an extreme amount of separation is provided. 

Nevertheless, it is not correct to assume, as some have done, 
that all of the sections which require this separation were 
accepted without long-continued debate in the Federal Conven- 
tion of 1787, or that all of the delegates were in favour of clear- 
cut separation between the three departments.* But all except 
two of them, Franklin and Roger Sherman, apparently favoured 
a fairly considerable degree of separation. Sherman hailed from 
Connecticut and it is possible that his interpretation of, and 
attachment to, the system long in existence there was responsible 
for his statements in the opening days of the Convention favour- 
ing legislative control of the executive. He was later converted 
to the popular view, but Franklin, who favoured a similar plan, 
remained unconvinced. ‘The views of neither were seriously 
considered by the other members. 

Four outlines or plans of government were submitted to the 
Convention in the opening» weeks. Only that of Hamilton 
provided for an election of the executive by any method other 
than legislative election, and his views were so extreme that they 
received no more consideration than did Sherman’s opinion on 
the position of the executive. At first there was general agree- 
ment that Congress should select the President, on at least one 
occasion this being voted by unanimous vote of the States 


23 See A. C. McLaughlin, Confederation and Constitution; R. L. Schuyler, 
The Constitution of the United States, chapters i, ii. 

4 Our knowledge of the discussions in this Convention is based almost 
entirely upon the unofficial notes taken by James Madison. There are 
many editions, perhaps the most useful being those of Max Farrand, Records 
of the Federal Convention, and G. Hunt and J. B. Scott, Debates in the 
Federal Convention. Both contain excellent indexes. 
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present.** But it was not then finally agreed upon, despite that 
vote, and the question kept coming up for discussion until it was 
finally settled on September 7th, a few days before adjournment. 
The method finally decided upon, although it resembled the 
proposal of Hamilton, was really a compromise between three or 
more proposals : election by popular vote, by the legislature, or 
by electors chosen in one of several ways. 

If there was marked difference of opinion on the method of 
selecting the executive, there was relatively little as to the 
general character of the office. On June 4th they decided by a 
vote of seven to three to have a single executive, to follow, that 
is to say, the example of twelve of the States rather than that of 
Pennsylvania and the Articles of Confederation. A few days 
later it was agreed that the President should have a veto to be 
over-ridden by a two-thirds vote of Congress. Here the Massa- 
chusetts, rather than the New York plan, which was also pro- 
posed, was adopted. An absolute veto was several times proposed 
but never agreed to. So long as the plan for election of the 
President by Congress was accepted the powers of the executive 
office were distinctly limited, but after the compromise method 
was adopted his powers were considerably extended.** In other 
words, the framers believed that the President would have more 
independence and more power to check the actions of Congress if 
he were not selected by that body than if he were. It is also 
highly probable that this increase in the powers of the executive 
came after the major part of the delegates had shaken off the 
influence of the system of legislative election found in most of 
the State governments. No other member of the Convention 
travelled quite so far as Sherman, but a sufficient number of 
them modified their preconceptions sufficiently to make possible 
a system of executive-legislative relationships based upon that 
of Massachusetts. 

Some writers on the American form of government appear to 
assume that the Senate was a happy (or unhappy) accident, that, 
like the vice-presidency, it appeared only because a compromise 
was necessary. ‘The particular system of representation which 


25 The delegations varied in size. They voted, however, by States, each 
State having one vote. Ordinarily ten or eleven States were represented at 
the sessions. As the New Hampshire delegates came late and two of the 
three New York delegates left early in disgust with the proceedings, never 
more than eleven States were legally present. Hamilton, the third New 
York delegate, was not entitled to cast the vote of his State, even when he 
was present, which was infrequently. Rhode Island sent no delegates. 

26 Compare the Report of the Committee of Detail, August 6th, with that 
of the Committee on Style, September rath. 
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it embodies was the result of the most important compromise of 
the Convention, but the bicameral principle was not. On May 
31st the Convention agreed without debate to a two-house system ; 
again the influence of colonial and State forms was the controll- 
ing factor.2” That early vote was never altered, although there 
was some debate on June 20th growing out of the New Jersey 
proposal to continue and strengthen the Articles. Although the 
plan first submitted to the Convention, that drawn up by the 
Virginia delegates, called for selection of the Senate by the lower 
House, the plan agreed upon on June 13th .was election by the 
State legislatures. This was the one finally adopted, the later 
change providing for the equal representation of the States, 
rather than representation according to population. 

All of the four plans of government submitted to the Conven- 
tion provided for at least one national court of appeal. Although 
no previous federal system had ever had more than such a court, 
three of the four plans called for a system of lower courts as 
well. As to the method of selection of the judges, the Virginia 
plan provided for legislative election, the Pinckney plan is un- 
certain, the New Jersey and Hamilton plans for executive 
appointment. Here, as in the case of selection of the executive, 
the State practice varied, and the question was not finally settled 
until September 7th, Presidential appointment being then agreed 
upon. No one proposed popular election, a device more in accord 
with the separation theory than any other, for the judges would 
then be independent of both executive and legislature. None of 
the States had made such an experiment, however, and popular 
election was to come in during the next century, not under the 
sanction of the separation theory, but under the gospel of “ let 
the people rule.’’ Provision for tenure of the judges during good 
behaviour was also generally agreed to; the colonial struggle 
over this question was not in vain. 

As the work of the Convention progressed the jurisdiction of 
the courts was somewhat increased, but the earlier proposals 
allotting to the Supreme Court power to try impeachments was 
replaced by legislative power in this regard, although the former 
method may easily be fitted into the separation theory and the 
authority of Montesquieu could have been cited against the latter. 
The proposal to give to the executive and the judiciary combined 
a veto power as in New York was early defeated and the executive 


27'The vote of Pennsylvania alone was in the negative, and that, as 
Madison says, was “ probably from complaisance to Doctor Franklin who 
was understood to be partial to a single house of legislation.” 
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veto substituted. Curiously enough, the most unusual feature of 
the American system of checks and balances, judicial review of 
legislative and executive acts, was never definitely proposed in 
the Convention and never voted on. The Constitution, of course, 
contains no trace of it. But at last eight, and probably five or 
six more, of the leading members of the Convention expressed 
themselves as favouring it, several of them during the discussion 
of the proposal for a council of revision. These men appear to 
have assumed that the courts would exercise such power, 
although no one has ever been able to explain just why they 
made such an assumption.** So far as our knowledge of the 
records goes, the colonial courts did not, with perhaps a very 
few exceptions, attempt to exert such a power, although it is 
true enough that the acts of colonial legislatures were subject to 
review by the Privy Council on the grounds of being ultra 
vires.** ‘That was, of course, not the action of a body of co- 
ordinate authority. Between 1776 and 1787 there were several 
somewhat doubtful and probably obscure cases in which State 
courts apparently held State statutes unconstitutional but, 
although some of the members of the Convention were probably 
familiar with one or more of these cases, they made no reference 
to them during its meetings. Nor did the Supreme Court do so 
when first it took judicial consideration of a cause involving the 
constitutionality of an act of Congress.*® In 1796 the Court 
simply assumed that it had the power, and, although, three of 
its members had been delegates to the Convention, they made 
no reference in their opinions to its discussions on the subject. 
Chief Justice Marshall in his famous opinion in Marbury v. 
Madison (1803) relied upon the limiting character of the constitu- 
tional law and upon the general nature of the government, not 
upon precedents of any kind. He could have been aware of 
the remarks on the subject in the Convention only by hearsay, 
for he was not a member and the various records of the Conven- 


tion were not published until later. 


28 The best discussions of this problem are E. S. Corwin, The Doctrine of 
Judicial Review; C. G. Haines, The American Doctrine of Judicial Supre- 
macy; C. A. Beard, The Supreme Court and the Constitution; and A Ele 
Plucknett, ‘‘ Bonham’s Case and Judicial Review,’ Harvard Law Review, 
Vol. XL, p. 30 (1926). For a somewhat violent challenge to the usually 
accepted view see lL. B. Boudin, Government by Judiciary. , : 

29 See A. M. Schlesinger, ‘‘ Colonial Appeals to the Privy Council,” 
Political Science Quarterly, Vol. XXVIII, pp. 279, 433 (1913), and H. B. 
Russell, Review of Colonial Legislation by the King in Council. 

30 Hylton v. United States (1796), 3 Dallas, 171. In this case an act of 
Congress was upheld, but the question of its constitutionality was the only 


one before the Court. 
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IV 


It has been the argument of this essay that the framers of the 
first American constitutions were impressed by the separation of 
powers theory only because their own experience, as they inter- 
preted it, confirmed its wisdom, and also that the particular 
applications of this principle which they wrote into their funda- 
mental laws were drawn directly from their own institutional 
history and virtually not at all from the writings of Montesquieu, 
or any of the other exponents of that doctrine. The authors of 
the State constitutions altered the frame of their governments no 
more than was made necessary by the transfer of authority from 
Crown or proprietor to people. The men who drafted the national 
Constitution dealt with the materials familiar to them in their 
States. Agreement without serious opposition was reached in the 
Convention upon those problems where colonial and State expe- 
rience was clear and relatively undivided. Where experience was 
unclear or conflicting, dispute, and, ordinarily, compromise 
resulted. 

In the federal Constitution there is no single provision enun- 
ciating the separation principle. ‘The first three articles, how- 
ever, deal in turn with the legislative, executive, and judicial 
branches, and each begins with the statement that ‘‘ All legis- 
lative power,” or ‘‘ The executive power,’’ or ‘‘ The judicial 
power ’’ granted by the Constitution ‘‘ shall be vested in ’’ the 
Congress, President, and the Courts, respectively. Since the 
government under that document was established there have 
been thousands of speeches, statutes, judicial decisions, and 
treatises interpretative of those provisions. ‘The classic inter- 
pretation is still that set forth by Madison and Hamilton in 
certain of the Federalist papers. These essays, it will be 
remembered, were written when the Constitution was before 
the States for ratification. Some opponents of the Constitution 
had charged that in it the powers were ‘‘so dangerously 
blended as to give just cause for alarm.’? In numbers 47-51 
Madison argued in reply that the Constitution provided for as 
much of separation as would be consistent with effective govern- 
ment.*' He agreed that separation is essential to free govern- 


_ °1In number 47 he says, ‘No political truth is certainly of greater 
intrinsic value, or is stamped with the authority of more enlightened patrons 
of liberty.” Later he invokes the name of Montesquieu. It is perhaps of 
interest that, although Montesquieu was referred to seven or eight times 
during the debates in the Convention, only once was his authority appealed 
to in support of the separation principle, and then by Madison. The other 
references are to his discussions of confederations, the suffrage, the appoint- 
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ments, but complete separation would not only be impracticable, 
but also undesirable. Only by some blending or overlapping of 
powers can the self-interest of the departments, and especially 
the legislative, be checked. To him there is evidently nothing 
paradoxical about the theory that checks and balances is an 
essential corollary of the separation principle. And yet, 
although he is clearly concerned with the dangers incident to 
the over-weening ambitions of the legislative branch, he says 
nothing of judicial review. Indeed, it is at least doubtful whether 
Madison would have given that power to the courts. Hamilton, 
however, was emphatically of the opinion that the courts would 
and should control the legislative power in the name of the 
fundamental law. In numbers 78 and 81 he set forth the first 
clear and comprehensive statement of the principle ever made 
by an American. 

Since 1788 the theoretical justification expounded by Madi- 
son and Hamilton has been a dogma of all official and nearly 
all unofficial expositions of American national polity. It has, 
to be sure, been deviated from occasionally in practice, but, 
with the exception of certain temporary, usually wartime, mea- 
sures, the deviations have been confined to the superstructure. 
In the field of municipal government, there has, of course, been 
much alteration, but even in State governments, although there 
has been no little criticism, there has been no basic change. 
Of the central government there has been surprisingly little 
criticism; most of that has been academic in ~character and 
negligible in result. The real modifications have come not from 
frontal criticism, but from the pressure of the difficulties inci- 
dent to the increasing regulation of industry. Since all indi- 
cations point to the conclusion that we have but begun to deal 
with problems of this kind, it seems only reasonable to believe 
that the modifications which have thus far been made in the 
principle of the separation of powers will be carried much 
further during the next few decades. 
ing power, and, along with Aristotle, Cicero, and Necker, the desirability of 
a mixed government. See Farrand, Records, I, 71, 308, 391, 485, 497, 580; 
II, 34, 530. 
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On the Marginal Utility of Money 
and Its Application 
By R. G. D. ALLEN 


Professor Ragnar Frisch has recently published an important 
book in which he develops the concept of the marginal utility of 
money.! The title adopted is, however, an inadequate indication 
of the scope of the work, and a more comprehensive description 
would read: the notions of money marginal utility and of money 
flexibility ; statistical methods for the measurement of money 
flexibility and their application to actual data; the application 
of the notion of money marginal utility to certain theoretical 
problems, i.e. the problems of the price of living index number, 
of the supply curve of labour and of the income tax. 

It cannot be said that the importance of the work is due to the 
actual statistical results achieved, for they are based on data 
which are admittedly rough and inadequate. Nor is it due to 
any new light thrown on the more fundamental problems of: 
economic theory, for most of the purely theoretical background 
has been omitted, deliberately it would seem, by the author. It 
is the fact that almost limitless fields are opened up for discussion 
by economists interested in what is now called ‘‘ econometrics ” 
which makes the work of such importance. The following observa- 
tions are, for this reason, something more than criticisms of detail. 
In particular, the purely theoretical bases of the problems con- 
sidered (omitted by Professor Frischy seem to be of great impor- 
tance and an attempt will be made to supply them. It will then 
be seen that Professor Frisch’s discussions suffer from the 
indefiniteness of the theoretical notions and from the lack of 
explicit statement of the assumptions involved, not only because 
the reader is confused, but also because flaws and weaknesses are 
thereby much more difficult to detect. Thisis particularly noticeable 
in the rather sketchy chapter on the price of living index number. 

A division into three sections has been found convenient. The 
first section discusses the notion of money utility with particular’ 
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reference to its possible statistical measurement. Secondly, the 
applications of the notion to the supply curve of labour and to the 
problem of the income tax will be considered. Finally, in the third 
section, the important question of a theoretical price of living 
index number will receive special treatment. 


I 


_ What is the meaning of the term “the marginal utility of 

money ’’? Is it possible to frame a strict theoretical definition ? 
If so, what assumptions and conditions are necessarily involved ? 
These questions are not considered by Professor Frisch, who 
contents himself with the statement that “ the statistical results 
themselves, as determined through the methods employed, have 
been taken as a sufficiently exact definition of the utility notion 
involved,” together with a promise to take up the more funda- 
mental questions in a future paper.* But the statistical methods 
referred to depend entirely on the validity of an ‘‘ approxima- 
tion ’’ adopted at the very outset. This ‘‘ approximation ” consists 
in taking the marginal utility of money as a function, not of the 
individual’s income and the prices of all the various consumers’ 
goods on the market, but of two variables only, i.e. the income 
and the price of living. Professor Frisch considers that this 
process is “‘ rather plausible as a first approximation.” But can 
it be allowed? It is impossible to decide until answers to the 
questions set out above have been found. In my contention it will 
then appear that Professor Frisch’s “ first approximation ’’ is not 
an approximation at all; it can only be regarded as an extra, and 
most serious, assumption. Further, the making of the assumption 
seems to take from the notion of money marginal utility most of 
its essential and distinctive meaning. 

In considering the theoretical basis of the whole-problem two 
things must be stressed. In the first place, the notion of money 
marginal utility refers necessarily to a single individual only, an 
individual with a given complex of tastes. Secondly, the problem 
is concerned with the adjustment of individual expenditure on 
consumers’ goods purchasable at definite market prices. There is 
no reference whatever to saving, to problems of competition or 
monopoly, to methods of production, and so on. A full definition 
of the problem, together with the assumptions involved, can be 


expressed : 
On a perfect consumers’ goods market, 1 goods and services 


ce 


20>. cit., p. 136. 
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REY SZ are quoted at a certain set of uniform prices, 
Dep T ps, _ A given individual, with fixed tastes represented 
by marginal utility functions ¢,, $,, $. of given form, 
considers the problem of spending a certain sum of money p» on 
the market. The marginal utility (¢,) of the good X is a function 
Olay, 2, , the amounts purchased of all the goods X, Y, Z, 
, and so for the other functions, ¢,, ¢,, . The problem is 
a static one, the expenditure and the amounts purchased of 
ey at ze all referring to some definite unit of time. 
Having allotted a definite sum » for expenditure, and being 
faced with a given set of market prices (u, p,, Py, Pz can be 
regarded as the “ parameters’ of the problem), the individual 
adjusts his expenditure by pushing his purchases in each direction 
until the marginal utility of each good is a constant multiple of its 
price. In symbols, the individual adjusts his expenditure so that 
he reaches an equilibrium position determined by the equations : 


Pe _ by = ye ee ———— (I). 
Pa Py P. 
the + Py + thy bo Se (2) 


The equations are sufficient in number to determine the amounts 
RIA, purchased by the individual in equilibrium. This holds 
no matter what values are allotted to the parameters p, p,, py, Pz, 
—. The equilibrium purchases are, therefore, determined as 
functions of pw, p,, py, P,, ——, the individual’s demand functions. 
For any expenditure and any set of prices, the amount of each 
good that will be demanded by the individual is determined by 
means of these functions. 

Denote by K the common equilibrium value of the ratios 
be by be 
mop yee 
moreover, this function is homogenebus of degree —1. In other 
words, if u, py, py De» are all multiplied by an arbitrary 


factor A, then K must be multiplied by 5 


——. Kis a function of 2, $,. 2.9, , and 


‘ek Kyl Asean = Ku, by by——)———3) 


This follows since, in this case, the equations (1) and (2) are 
unaltered (and have the same solution) except in the sense that 
a A appears in the denominator of each ratio in (1). 

Now K can be interpreted as the marginal utility of money 
expenditure in any direction from the position of equilibrium. 
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Any direction of expenditure can be represented by a certain 
‘composite ’’ or ‘“‘ general’? commodity C, defined so that one 
unit of C is equivalent to the combination consisting of amounts 
Fay, 4, etiee ¥:Z: respectively. & », ¢, can 
take any values, including zero. The price (or cost per unit) of C 
is, of course, 


p.= SPT nPyt+ fp,+ wens Stipe 
There is an indefinite number of composite commodities, each 
representing a possible direction of expenditure, and the single 
goods X or Y or Z are included as special cases. Suppose 
that the individual, starting from the equilibrium position, 
Increases his expenditure by du, which he spends in the arbitrary 
direction indicated by C. The extra amounts of each good he 


purchases are, therefore, ol Anes ee I) G, respectively. 


c 
The corresponding increase in total utility is 


ap = 6, SHE + 4, 4g, Ue 4 


Poa aby + of, + 


from the definition of K, ie. for this expenditure the ratio 


- = K. Hence the marginal utility of money expenditure in any 
fixed direction, or on increments of any possible composite 
commodity, from the equilibrium position is the same and equal 
to K. 

It is possible, however, to interpret K in a more illuminating 
way. At the equilibrium position, the total utility ¢* becomes a 
function of p, ~,, p,, p,, . Denote this equilibrium utility level 
by D(u, £,, Py Pz, ——). The partial derivatives of this function 
with respect to » and with respect to each of the prices are im- 


portant. The first, oo , measures the rate of increase of equilibrium 


utility as the individual increases his expenditure, prices remaining 
constant. It is, therefore, the most general definition of the 
individual’s marginal utility of money expenditure. Here allowance 
is made for the readjustment of the direction of purchases that 


; ob 0D OD ae 
follows upon the change of expenditure. — , ——, — similarly 
Op, Op, Op, 
36 (4, ¥, 2; ) is, in Pareto’s phrase, a function index of utility. It is not 
strictly necessary, in the analysis given here, that such a function should exist ; 
it is, however, assumed for convenience. 


190 ECONOMICA [MAY 


represent the rate of variation of equilibrium utility as one price 
varies, the other prices and the expenditure remaining constant. 
To find expressions for these derivatives, we have 
dD = bx + bly + $42 + ————— 
where ¢,, ¢,, $;, have equilibrium values and dx, dy, dz, 
are variations obtained from the demand functions. So, using (1) 
and the definition s eG 


ee x! 7 +} 
Kibes Ou apace 9 +b. 
sa n ay = : 
== I is etc. 
ae |Pexe as +hy ap +P - 
B zt , w - wa oe zF =e 
ut, from (2), p +2 in tae p 2 
i oe TES 
*+p.=— i + Py ap, sy es a3 
Hence Oe. K——__———————_ (4) 
Op. 
op ye OD = : 7. 5). Se 
and ep. = — Kx; Bp, == Ky; etc. (5) 


where x, ¥, 2, are the equilibrium purchases. 

In the light of the foregoing, the following definition of the 
marginal utility of money expenditure for a given individual can 
be framed. A set of market prices is given. For a certain expendi- 
ture y, the individual adjusts his purchases until he reaches his 
equilibrium position. The marginal utility of money expenditure 


is defined as , the partial derivative of the equilibrium 


utility function with respect to uw. If the individual’s expenditure 
varies from pz to w-+du, a variation which also entails a change in 
the direction of the individual’s purchases, then it has been shown 
that the resulting change in the equilibrium utility level is 
a= Kdyu, where K is as above. The marginal utility of money 
expenditure is, therefore, equal to K, the common equilibrium 
value of +* Pa con ted Wy aaaee and also equal to the marginal 
utility of expenditure in any direction, or on increments of any 
composite commodity, from the equilibrium position. This 
marginal utility is, of course, a function of the parameters of the 
problem, B, Pa Py» Ps eed iat” 

It is now possible to examine the “ approximate ”’ form for K 
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adopted by Professor Frisch. Marginal utility of money is taken 
as dependent on two variables only, the individual’s expenditure p 
and a price of living index number P. The dependence is expressed 


by the relation : <= 5 (Pr) (6) 


where w(7) is some function of the single variable y = e . In this 


way, the whole problem is reduced to the consideration of w/(r), 
a function of one variable only. In particular, the notion of 


money flexibility, which in general can be defined as see js 
He 
now expressed simply as pe , a parameter independent of 


w dr 

units of measurement and of any indeterminateness in the 
function w(r).4 

On examination, it appears that the ‘“‘ approximation ”’ neces- 
sary for the form (6) amounts simply to this.® It is assumed, first, 
that the marginal utility of each consumers’ good is a function 
only of the amount of the good in question purchased by the 
individual. In other words, ¢, is a function of the amount of X 
only, and so on. This is reasonable as a first approximation.*® 
Next, the price of living index number P is introduced. P is 
taken in one of the usual statistical forms so that it is merely the 
price, or cost per unit, of a composite commodity C of some more 
or less comprehensive kind.’ K can be interpreted as the marginal 
utility of money expenditure in the direction of this composite 
commodity, and its value can be expressed as the ratio of the 
equilibrium marginal utility of C to its price (P); for 
ae fb. + nby + ob, +——— _ equil. marginal utility of C 

fb. + hy + ,+——— _cost per unit of C 

4 Notice the advantage of using the notion of “ flexibility ’’ (or “ elasticity ’’) 
instead of the ordinary derivative. The former expresses a proportional rate of 
change (which makes it independent of units of measurement), whereas the latter 
is an absolute rate of change. Cf. “‘ elasticity’ of demand or supply. __ 

5 J hope I do not misrepresent Professor Frisch. The interpretation given here 


seems to be the one most consistent with his rather vague and confusing references 
to the price of living. 

Ne Srias Fisher, Mathematical Investigations in the Theory of Value and 
Prices, p. 64. The parametric nature of money flexibility is entirely dependent 
on this step. In general, only the ratios of the function @,, By, ®;, are given. 
Thus K is not completely determined ; there is a multiplicative factor which is 
dependent, in general, on the variables p, p,, py, Pz, The value of money 
flexibility, aed , then varies according to the factor taken. But the assumption 
made here tas that the factor can only be a constant, and this disappears in the 
expression for money flexibility. The latter is, therefore, a pure parameter. 

7 See below, section III. 
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where the unit of C consists of amounts &, », {, of the 
goods X, Y, Z, respectively. By analogy with the case of 
ordinary consumers’ goods, the marginal utility of C is taken as 
a function of one variable only. What variable? It can only be 
the number of units of C that can be purchased with the whole 


expenditure, ie. 7 = = In this way the form (6) is obtained. In 


Professor Frisch’s argument the variable 7 appears as “ real 
income,” and the composite commodity as ‘units of real 
purchasing power.” 

There are two weak points in this process. The first is the 
introduction of a price of living index number together with the 
associated notion of a composite commodity. An essentially 
statistical concept, such as P, is an inappropriate variable to 
introduce into a theoretical function.* It is true that K is equal 
to the equilibrium value of the marginal utility of amy composite 
commodity divided by its price. But to change the emphasis from 
the marginal utility of money expenditure (allowing for all necessary 
readjustments) to the marginal utility of a composite commodity 
(at the equilibrium position) seems to be a dangerous step, and one 
likely to lead to error. There is an error in this case, an error 
which arises from the analogy drawn between the marginal utility 
of money (via the composite commodity) and the marginal utility 
of a consumers’ good. This is the second weak point. There can 
be no such analogy; the two notions are quite different. The 
marginal utility functions, ¢,, ¢,, ¢,, are fundamental, and 
on them is based the entire equilibrium theory. They represent 
the scale of individual valuations assumed to be given. On the 
other hand, the marginal utility of money expenditure, as defined 
above, is essentially a notion derived from the equilibrium posi- 
tion ; it is a function of the parameters p, p,, by Py» —— given 
in the equilibrium system, and equa] to the common equilibrium 


~",%,'*,——. It is permissible, as a first approxima- 


tion, to consider ¢,, ¢,, ¢,; as functions each of one variable ; 
but it is 20¢ an approximation to take K, even if considered as the 
marginal utility of a composite commodity, as a function of one 
variable only. Professor Frisch’s ‘plausibility’ is based on a 
false analogy. Further, by taking this step, contact is lost with 
the essential meaning of K. Instead of concentrating on the fact 

8 Even the theoretical “‘ price of living” (section III below) is not an appro- 


priate variable here, since it depends on the individual’s income level, and is not 
merely a function of the price situation. 
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that K involves the prices of all consumers’ goods and allows for 
the changing direction of individual purchases as the amount 
expended varies, the “ approximation ”’ introduces a fixed direc- 
tion of expenditure and takes K as dependent on a single variable, 
the number of units of a composite commodity or of “ real 
purchasing power.” 

The only theoretical course to adopt seems to be to take K as 
defined above, and then to make the extra assumption that the 
whole price situation can be represented in K by means of a single 
parameter z. The parameter is restricted so that, if each price of 
the system is multiplied by an arbitrary factor, the parameter 
should also be so multiplied. K is then a function of » and = only, 


and by means of (3) it can be reduced to the form K = ty ( 
7 7 


similar to (6).° a is simply a parameter representing the whole 
price situation, and, for statistical purposes, one of the recognised 
price of living index numbers is the obvious expression for it. 
The assumption that the price situation can be represented in K 
by a single parameter has, however, no theoretical basis. It must 
be considered as an extra assumption and not as an approxima- 
tion. Professor Frisch’s analogy with the marginal utility of a 
consumers’ good and his introduction of a composite commodity 
only serve to hide the serious assumption that must be made 
before his statistical methods can be applied. 

Once the assumption above is allowed, so that the form (6) can 
be taken for statistical purposes, there can be little objection to 
the statistical methods proposed by Professor Frisch. Any con- 
sumers’ good X is chosen for comparison, and the equilibrium 


equation K = $e is used. This equation is completely objective 


“ 
for the individual and the only indeterminateness in ¢, and K is 
an arbitrary constant factor (leaving the equation unaltered). 
Further, the indeterminateness disappears in the expression for 
money flexibility. The equilibrium equations and the money 
flexibilities for different individuals can, therefore, be compared, 
but nowhere is there any attempt at direct comparison between the 
marginal utilities of different individuals.° The quantities con- 
cerned are now averaged out for a collection of individuals of 
uniform tastes. This is a permissible process under certain con- 


® See Frisch, op. cit., p. 14. Here Professor Frisch seems to give this last step 
as an alternative to his main argument based on the analogy with the marginal 
utility of a consumers’ good. It is to be regretted that he did not develop this 
approach instead of stressing his false analogy. 

10 Cf. op. cit., pp. 20-1. 
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ditions, of which the most important is that the range of incomes 
in the group (or groups) should be as small as possible." If 
sufficient data are available relating to prices, incomes and con- 
sumption, Professor Frisch’s methods are now applicable under 
the above conditions. In his actual application of the methods 
the material was very rough, and the “translation ’’ method, 
which had to be adopted for the American material, lead neces- 
sarily to results of a very approximate nature. In any case the 
American results were based on a geographical comparison, and 
there is no evidence whatever that tastes aré at all uniform over 
such a wide area as the U.S.A. 

Having made due allowance for the assumptions on which the 
methods are necessarily based, and for the incompleteness of the 
data used, it can be said, however, that there is some evidence for 
the results that money flexibility decreases as the income increases, 
and is numerically less than unity in the U.S.A. but greater than 
unity in France. These results are all that Professor Frisch claims 
for his statistical work, and in the later (theoretical) chapters of 
his book he makes occasional use of them for illustrative purposes. 


II 


Professor Frisch proceeds to apply the notions of money utility 
and flexibility to three theoretical questions. In none of these 
applications is any essential use made of the statistical results 
previously obtained. Further, in two of the three applications, 
i.e. those relating to the supply curve of labour and the problem 
of the income tax, it is assumed that the price of living is given.! 
It might be assumed equally well that the whole price situation is 
given so that, in any case, the marginal utility of money is a 
function of individual income (or rather expenditure) only. The 
remarks of the previous section, therefore, do not apply. These 
two applications will be considered now ; the remaining problem, 
that of the price of living index number, is of an entirely different 
nature, and will receive special treatment in the last section. 

Professor Frisch approaches the problem of the supply curve 
(or function) of labour in a manner more convincing than that 
usually adopted. It is required to find a relation between the 
number of hours worked per day and the wage rate per hour for 


Ch op. cit., pp. 22-7. 
12 Op. cit., chapters x-xii. Notice, however, that the assumption does not apply 


to the early portion of the chapter on the supply curve of labour. But the latter 
portion alone is developed in detail. 
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an individual worker.* The relation is obviously obtained by 
means of the notions of the marginal disutility of labour and the 
marginal utility of money expenditure or income. But, whereas 
the former refers to labour per day, the money expenditure of the 
latter is measured over a longer interval (say) of x days, which 
period can be conveniently called a ‘“ year.’”” A worker may 
consider wage rates per hour and work done per day, but his 
expendable income is thought of in terms of a much longer period. 
“ In practice the income from work on a given day will always be 
looked upon in its connection with income from work on other days 
and possibly also in connection with income from other sources. 
Even the most short-sighted person will think of more than one 
day when he disposes of his income.’”!4 

Starting from this point of view and using a general equilibrium 
equation, Professor Frisch constructs a system in which wage 
rates can vary from day to day, and obtains the number of hours 
worked on various days as functions of all these wage rates; 
these are the supply functions of labour. He then considers 
conditions under which the number of hours worked will be the 
same on all days, and finally simplifies the problem by taking 
the particular case where the wage rates and hours worked are 
the same on each day of the year, where the yearly income is 
made up of wages plus possible income from other sources (but 
without taxation) and where the price situation is given.'® This 
is the only case considered in detail. There is now a single supply 
function of labour: number of hours worked as a function of the 
wage rate per hour. An expression for the flexibility of this 
function is readily obtained,'* and, for various outside incomes, 
the shape of the labour supply curve is deduced. Light is thereby 
thrown on a variety of problems of the labour market. It is 
unfortunate, however, that before reaching the detailed develop- 
ment of this particular case, the reader should be faced with so 
much complicated symbolism and so many involved equations, 
most of which are unnecessary for the main considerations. 

We turn now to the relation between money utility and the 
problem of the income tax. In every theoretical problem in 
economics a set of initial assumptions, or premises, must be laid 
down before deductive reasoning can be applied. The set of 


18 An “ hour’? may mean something more comprehensive than a mere time 
interval. Cf. op. cit., pp. 83-4. 14 Op. cit., p. 86. ; 

15 Or, more precisely, where money utility can be considered as a function of 
income only, the variable price of the labour in question not affecting this function 
and all other prices being given. 

16 Op. cit., p. 97. Formula (10°59). 
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assumptions can be chosen arbitrarily in a large number of ways 
(with due regard to consistence). In practice the applicability of 
the assumptions to actual conditions may be considered, but the 
question of their egies ”” is one strictly 


ce 


correctness ”’ or “ exactness 
outside economic theory as such. All that belongs to economic 
theory itself is the deduction of conclusions from a certain given 
set of initial assumptions. So, when the theoretical problem of the 
income tax is considered, there is a large number of possible sets 
of initial assumptions. When one of these sets is taken and ex- 
pressed in terms of economic quantities (e.g. the marginal utility 
of money), economic theory then determines the tax-rate appro- 
priate to various income levels on the particular set of assumptions 
adopted. The various sets of assumptions are called, by Professor 
Frisch, ‘‘ justice definitions.” It is important to remember that 
the “‘ justness ” of any “‘ justice definition ’”’ is not the concern of 
economic theory; the domain of the latter includes only the 
deduction of the consequences of any one of the various justice 
definitions that might be put forward. Some of these may be more 
convenient or more applicable in practice than others, but this 
does not concern the economic theorist. All this is in no way 
unusual; it is essential to every theoretical development, not 
only in economics, but in all sciences. 

In addition, certain simplifying conditions are assumed by 
Professor Frisch. These conditions are not necessary in the sense 
that it is necessary to choose some justice definition or other. They 
are merely limitations of the generality of the theory, limitations 
imposed so that the solution of the problem may be brought 
within man’s analytical powers. Later the generality of the 
theory may be increased by the removal of some of these limita- 
tions. The conditions are, firstly, that only those justice definitions 
will be considered that are expressible in terms of the notion of 
money utility. It follows, therefore, that the problem considered 
is an individual one. We are concerned with one given individual 
whose tastes are fixed and who is considered as possessing various 
hypothetical incomes.’’ It does not concern us that, in practice, 
the results must be applied, not to one individual with various 
incomes, but to various individuals each with one income. This 
point is recognised by Professor Frisch,!* but it is not, I think, 
given sufficient prominence. Further, the whole market situation 
as regards prices and production is taken as given. No reference 


ne Actually it is expenditure that matters. It can be taken for convenience that 
the individual expends his whole income on the consumers’ goods market. 
18 OP. cit., p. 120. 
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is made to the effect of a tax (small or large) on productive activity 
or on the price situation. The individual is alone considered, on a 
market with a given price system. When its practical applicability 
is considered there is no need to stress the serious limitations of a 
theory subject to these conditions. 

The justice definitions considered by Professor Frisch can be 
shown to the best advantage in the following way : 

(a) The principle of complete levelling, or the ‘‘ minimum sacrifice 
principle.” This principle is associated with the names of Edge- 
worth and Carver. Here the individual knows that he will have a 
series of incomes (typified by yu) and that a tax 7, varying with p, 
will be levied on each. The total amount of the tax (¢) is fixed by 
an exterior agency ; the individual chooses the distribution over 
the income range. The justice definition now states that the 
individual’s choice is such that K(u— 7) =Constant, the Constant 
depending on ¢ in such a way that, over the income range, 2'7=1."® 
Since the price situation (on which the form of K depends) is 
given, it follows that the income, »—7, remaining after the 
deduction of the tax is a constant for all income situations, the 
constant being dependent on the total tax ¢ and on the price 
situation ruling on the market. 

(0) Four justice definitions of a “ more or less heuristic sort,” 
each of which can be regarded as a modification of the levelling 
principle. For example, the marginal ratio principle, associated 
with the names of Schénheyder and Meyer. Under the same 
preliminary conditions as before, this principle states that the 
individual chooses the tax distribution so that 

K(u— 1) —K(p) 
K(u) 


the Constant again being dependent on the total tax 7. 

The implications of these various justice definitions are fully 
worked out by Professor Frisch. He claims, however, that the 
principle (a) is based on the condition that the individual pays a 
tax in each possible income situation, whereas the principles (6) 
depend on the less “ realistic ’’ condition that the tax is paid in 
only one of the income situations. I find it difficult to discover 
exactly what this supposed distinction means. In all cases, it 
seems, the distribution of 7 is chosen by the individual (according 
to the particular justice definition adopted) subject to the 
restriction that the total tax is ¢. This shows itself in the fact that 


19 Professor Frisch’s expression is that the choice is made so that the sum of the 
total equilibrium utilities is a maximum, which gives the above expression at once. 
The form given here, however, seems preferable. 


= Constant, 
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there is always present a constant dependent on # (as well as on 
the price situation). 

There is one further modification of the levelling principle that 
is worth further analysis. This modification is of a different kind, 
and relates to the individual’s ‘‘ habitual income,’ a notion 
introduced by Professor Frisch but left undeveloped.” Until 
now, it has been taken that, with a given price situation, the 
individual’s money utility is a function of his expenditure only. 
But this assumes that his scale of tastes is given and fixed. With 
changes in tastes the function varies in form, i.e. the money 
utility curve is shifted. Now there are certain changes, called 
“ structural.changes ’”’ by Professor Frisch, for which allowance 
can be made, if only in a rough and incomplete way. In addition 
to w, the function K is made to depend on a parameter f which 
indicates the level of expenditure" to which the individual is 
accustomed. Roughly, the parameter can be called the individual’s 
“habitual income.”’ The marginal utility of money is now K (un, j2), 
and as fi varies a whole system of money utility curves is obtained. 
For a given value of f a money utility curve of the usual form 
results, and one such curve corresponds to each ~. The system 


has the two properties a <0 ase > 0, i. for one curve of 


be . Of 
the system the slope is always ee while as jf increases, the 
curve is constantly changed in shape and shifted upwards. Fig. 1 
illustrates the form of such a system. 
The modified levelling principle is that the individual chooses 
the tax distribution so that K(u —T, p)=Constant, and so 
f.—7=f(@) some function of f, ic. r=~—/(p). 
From the two properties of K above it follows that /’(z)> 0, and 


OT 
therefore that ai —f’ (#) < o. In other words, on this justice 
ye 


definition, the tax decreases as the habitual income increases, the 
current income remaining the same. The function f(g) involves 
the total tax ¢ and the price situation as before. The result can be 
illustrated geometrically. A line parallel to the income axis is 
drawn at a height dependent on the total tax.22 The abscisse of 
the points of intersection with the system of money utility curves 
give the »— r appropriate to the various jf attached to the curves. 


20 See op. cit., p. 130 and pp. 136-8. 


21 Reduced, if necessary, by some price of living index number to compare with 
current expenditure. 


* This height represents the Constant in the above expression for the modified 
levelling principle. 
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As ji increases, it is obvious that the income left after the deduction 
of the tax increases. 

In this way the incomes of the individual are not cut down by 
the tax to a uniform level, but to a point dependent on his 
“habitual income.” The construction attempts to modify the 
condition behind the levelling principle that the tastes of the 
individual are fixed and independent of his income level, but it is 
not one that can be pushed far. It is, of necessity, a rough 
approximation to a more complete dynamic construction. It 
depends on the possibility of exhibiting K as a function of a 
single “ structural ’’ parameter jf, a parameter which can only be 
given a vague definition. Professor Frisch suggests that, in 
practice, % can be taken as a simple moving average of income 
over the preceding five or ten years. 

Professor Frisch’s treatment of the theoretical problem of the 
income tax gives a precise and uniform expression, on a com- 
parative basis, for the various theories that have been put 
forward. It draws a clear distinction between the justice definitions 
on which they are based, and deduces the implications of the 
justice definitions. But, above all, it has thrown into prominence 
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the limitations of any theoretical development of the problem 
which adopts the individual sacrifice approach only, and the 
difficulties that face the actual application of such a theory to 
practice. 


III 


We turn, finally, to the problem of the price of living index 
number. Professor Frisch asks the question: Can the notion of 
the marginal utility of money be used in the definition of a “ price 
of living’ more significant, theoretically, than the more or less 
mechanical index number formule ? This question he answers in 
the affirmative. Before proceeding to an examination of this 
assertion, we must investigate the theoretical basis of the problem 
in much more detail than is done by Professor Frisch, and we must 
discover what relation exists between any theoretical price of 
living we can define and the practical index numbers in current 
use. Some excellent discussions of this problem have appeared 
during the past few years. Even so, misconceptions are still 
prevalent, and the fact that Professor Frisch has reopened the 
subject provides, I think, sufficient justification for the following 
development. 

The theoretical problem of the price of living is to discover what 
change in expenditure must follow a given change in the price 
situation in order to leave an individual as “‘ well off ’’ as before. 
A strict definition of the problem would proceed in the following 
way: A given individual is considered under a given set of 
conditions on a consumers’ goods market. The assumptions are 
as described above (Section I), and the only variation allowed is 
in the parameters p, py, Py, Pz, ——. Let Hy, Poor Pyor Poo. ——— be 
an arbitrary set of the parameters, and suppose #,, p,, pz» 
represents any other price situation. What expenditure » must 
now be made by the individual so that, when he has readjusted 
his purchases to meet the new price’ situation, his equilibrium 
utility level is unaltered? In other words, for what value, or 
values, of w will the equation 


Ply, Po Py Pa cae =5 P(u,, Pao» Pro Po ) 
be satisfied? As will be indicated later, the equation (under 
certain conditions) is sufficient to determine p as a single-valued 


*8In particular, attention is drawn to Dr. Haberler’s work, Der Sinn der 
Indexzahlen (1927), and to Professor Bowley’s “‘ Notes on Index Numbers” 
(Economic Journal, June 1928, especially pp. 223-9). The development given 
here differs from Dr. Haberler’s, not only in the fact that it is more mathematical 


in character, but also in at least one important particular. The main conclusions 
are, however, very similar. 
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function of Pu py Ds Someone Por Pro: Pro Bete and Mo: Then 
ao P is the theoretical price of living required.** # is the factor 


Mo 
by which yp, must be multiplied to give an expenditure leaving the 
individual equally “ well off ’’ in the new price situation. Regard- 
ME Hor P2o» Pyo Po. ——— aS basic values, and #,, p,, p,, —— as 
a variable price situation, # is a single-valued function of f,, p,, p,, 
, a function which also involves the basic parameters. Hence 
we can write 

Price of living =p (be Py Pu gee 0 Pao Pos Po = 
and to each price system there corresponds one, and only one, 
price of living for the given individual. 

The conditions under which such a price of living can be defined 
must be stressed. # refers necessarily to one individual only, and 
this individual is faced with various price situations on a given 
consumers’ goods market. The concept is in no way a collective 
one, nor can it refer to the same, or different, individuals at 
different times, or on different markets. In particular, the 
consumers’ goods themselves are a given and invariable set. 

It is more convenient now to proceed with the case of two 
consumers’ goods, X and Y, only; two-dimensional geometrical 
illustrations can then be used. The individual equilibrium 


equations (I) and (2) become simply $ =% and +p, + yp =p, 
x y 
which determine the purchases (x and y) of the individual in 
equilibrium for given prices, #, and #,, and a given expenditure p. 
Geometrically, these equations correspond to the facts that a 
given “‘ price line,” xp,-+-yp,=, touches one of the individual’s 
indifference curves and that the co-ordinates of the point of 
contact give the equilibrium amounts of X and Y purchased. 
Further, ®, the equilibrium utility level is that utility level 
associated with the particular indifference curve touched by the 
price line. For the basic expenditure and prices, A,B, is the price 
line (xP..+Vpyo=-,), touching an indifference curve J, at P,. 
(See Fig. 2.) The co-ordinates of P, (%,, y,) are the individual’s 
equilibrium purchases under the basic conditions. The price 
situation changes to p,, p,. There is now a new system of parallel 
price lines (xf,+yp,=p), one for each possible expenditure p. 
Some of these price lines (e.g. A’B’) touch higher indifference 


24 The term “‘ price of living ’’ will be reserved for the theoretical concept, while 
“* price of living index number ’’ will represent one of the statistical forms. Price 
of living is used instead of the more usual cost of living for reasons stated by 


Professor Frisch (op. cit., p. 4). 
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curves than J,, indicating that the individual is better off with 
these expenditures than he was at P,. On the other hand, some 
touch lower indifference curves (e.g. A’’B’’) and the individual 
is worse off. Between these two groups of price lines there is one 
price line A B touching the indifference curve /,, and the expendi- 
ture p, corresponding to this line is that which leaves the individual 
as well off as he was at P,. The customary assumptions about the 
shape of the indifference curves are that their slope is always 
negative and that they are convex to the origin.** This means 


Bl" B Bs’ xX 
FIGURE 2 
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that every price line touches one and only one indifference curve. 
There is, therefore, a unique price line of the system (A B) touching 
the indifference curve J, and a unique value of u corresponding. 


Now, ? = © is the price of living in the variable price situation 


0 
(Das Py) as compared with the basic price situation (f,,, p,.), the 
expenditure being pw, in the latter. This is determined uniquely 
* See Pareto, Manuel d’économie politique, pp. 572-9, and my article, ‘‘ The 


S perercad of a Mathematical Theory of Exchange’’ (Economica, May 1932 
225) is 
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by the price line AB, and # obviously depends on the initial 
expenditure y,, as well as on the two price situations. 

Under the basic conditions the individual’s equilibrium 
purchases are x, and y, of the two goods. Consider now the cost 
of purchasing these same quantities with the new prices (A,, ?,) 
instead of the basic prices. The cost is x,f,14,p,, and id is 
clearly the expenditure associated with that price line A’B’ of 
the new system which passes through the basic equilibrium 
point P,. Actually, if the individual had a sum x,p,+-4,, 
available for expenditure in the new price situation, he would not 
spend it on amounts x, and y, of the two goods, but on an entirely 
different combination represented by the co-ordinates of P’, the 
point where A’B’ touches an indifference curve. From the convex 
property of the system of indifference curves it follows that A’B’ 
must touch an indifference curve higher than J,, i.e. the expendi- 
ture corresponding to A’B’ is greater than that corresponding to 
AB. Hence p<%,f,+%.$,, and, since p,=*PeotVoPyo, We have 
finally p XP « FIP y 

XP wo ae Te 

In the general case, we find in the same way that # is a single- 

valued function of », and the two se situations ~,,, Dyo, Po» —— 


and #,, p,, P, ——. Further p < = 


are the equilibrium purchases in at basic situation, and where 2’ 
extends over the whole range of commodities. 

Consider # as a function of p,, p,, p,, , the variable price 
situation. It is easily seen that this function is homogeneous and 
of degree one, so that, if all the prices are multiplied by a factor A, 
then ~ is also multiplied by this factor. This follows from the 
equations (I) and (2), for, when the prices are changed in the way 
described, it is only necessary to change» to Ap in order to preserve 
the same equilibrium utility level. Further, we have just seen that 


XP a 


p is less in value than the expression ve 


where, %,,. 9/55 255 


, which is a linear 


x0 


homogeneous function of #,, ~,, p,, Can the latter be 
considered, not only as the upper limit of #, but also as an 
approximate value of p? The two equations 


P(y, ices Py Das ) =P(u,, TD as yes Dag ——} = Constant 
and p=py,, determine the function p. If dp is the variation in p 
eae 2 variations dp,, dp,, dp,, —— in the prices, then 


0o® 0® 
i piled a amin ley 
be Go ab + 5 = het 5 by + 5 db, + 0 
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and, using (4) and (5), we have 
Kyudp — Kxdp, — Kydp, — Kedp, - ———- =0, 
ie. dp = ~dp, +2 dp, + dp, + ————~ This holds for any 
Ko Bo Mo 
price variation, and so the partial derivatives of the function p are 


eas *: ideas ; lage ; ——. Hence, by Taylor’s Theorem, 
Ope Bo Oy Po OP, Mo 
for small variations from the basic price situation, Pwo» P yo» Po» —— 


j 0 Zo 
p can be considered approximately as p Ze ste we $,+—, 


2Xp x 
ax ,p x0 


The above refers to the price of living in a variable price 
situation compared with some fixed basic situation. Now consider 
two definite price situations J,1, ys, pei, and Pye, Py2, Pew 
, and let uw, and p, be comparable individual expenditures in 
the two situations, i.e. expenditures leaving the individual equally 


Een pe approximately. 


“ well off.” Then ree is the price of living in the situation (2) 
Z 

compared with the situation (1), and #,. depends not only on the 

two price systems but also on either , or vw». Further, from the 


LX DP no 

XiP 1 
the first equilibrium budget (%1, Vu, 21, 
to the cost in price situation (1). 


above, #12 < P, where P,= , Le. the ratio of the cost of 


) in price situation (2) 


2% oP os 
2% op x 1 
i.e. the ratio of the costs of the second equilibrium budget 
a, Parts ) in the two price sftuations. P, and P, are 
“statistical ’’ index numbers of standard form. Again, ,. is 
approximately equal to either P, or P, when the two price 
situations are nearly identical.2* To summarise, the single- 
valued function #,, always lies in value between the expressions 


In the same way, it follows that ,.> P. where P,= 


*® Note that Professor Bowley (op. cit., p. 226) has shown that p,, is approxi- 

mately equal to the expression poo Bred 1h (in my notation). If p,, equals P, 
: ¥ 2 (%y + 9) Pry 

and P, approximately, it,must obviously approximate also to Professor Bowley’s 
expression—and, for that matter, to }(P, + P,) or to 1/P,P,, to mention only 
two of the other statistical ‘‘ indexes’ that have been proposed. It may well be, 
ee that Professor Bowley’s expression is a higher approximation than the 
others. 
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Patt Pa ( 2% oP» 


the upper limit) and P,= 
att ee X Pot 

Here P, and P, are statistical index numbers, representing the 

comparative costs of two standard budgets, i.e. the individual’s 

equilibrium budgets in the two price situations. When #,, is 

nearly equal to p,2, Py: to pys, etc., #12 approximates to either 

P, or P,. 

It must be stressed again that the theoretical price of living, f 12, 
is dependent not only on the two price situations but also on the 
individual’s expenditure level, i.e. on either p, or 2.2” This does 
not mean that #,, is different for a poor man than it is for a rich 
man. No comparable price of living indexes can be found at all 
in this case, for the tastes of the poor man and of the rich man 
are, of necessity, completely different. In the theory given here, 
12 must refer only to one individual with given tastes, and the 
expenditure level involved simply means one of a set of hypo- 
thetical expenditure levels for one and the same individual. 

The relation between the theoretical price of living and the 
statistical index numbers intended to represent it can now be 
briefly considered. The theoretical function refers to a given 
individual adjusting his expenditure on a given market for 
consumers’ goods and services** when faced with various hypo- 
thetical price situations. Everything is given and constant except 
the price parameters and the individual’s expenditure. In 
practice, these conditions do not hold. All practical indexes use 
quantities representing the average purchases of a large number 
of families composed of various numbers of individuals, and prices 
representing averages for a variety of different local markets. 
Further, the indexes compare price situations at different times,” 
and, no matter how short the period of time may be, individual 
tastes and (more important still) the number, kinds and qualities 
of the goods quoted on the market are bound to change. But even 
if these difficulties are overcome, practical indexes are usually 
weighted averages of the form P, or P,, ora combination of these 
forms. The theoretical price of living lies between P, and P, in 
value, and only when the price changes are all small do the three 
tend to coincide. In any case, it must be insisted that P, and P, 
are essentially different concepts from the price of living. The 

27 Dr. Haberler does not seem to have realised this important point. See 
os Pe oe Phe given here, it is important to remember that services, 
as well as the more material goods, are included in the set of commodities X, Y, Z, 
, and that the price system includes the wages, or remunerations, of these 
services. 

29 Or at different places (sce below). 


(the lower limit). 
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latter is the ratio of two individual expenditures which are in 
some way equivalent, and allowance is made for the fact that the 
direction of expenditure shifts when a change in the price situation 
occurs. The former, on the other hand, represent the ratio of the 
costs of some standard budget or of some composite commodity, 
and no allowance for readjustment of expenditure is made. 

It can be said, therefore, that the two statistical index numbers 
of the forms P, and P, can only be good indicators of the price of 
living, ie. can only define the limits between which the price of 
living must lie, if the following conditions hold. The families 
concerned must be composed of individuals of fairly homogeneous 
nature as regards tastes; the expenditures per individual must 
be confined to a narrow range® ; the local markets included must 
be fairly uniform as regards prices and the kinds of goods quoted ; 
and the times compared must not be far apart. The practical 
application of time index numbers to the price of living problem 
is confined to the case where tastes, habits and general market 
conditions vary little, so that changes in relative prices are the 
only variations of importance. As the time interval increases, 
tastes and market conditions change, and the indexes become less 
and less indicative of the price of living. Owing to the changes in 
the goods themselves, it is usual to include only uniform and stable 
goods in any practical time index. This is a serious limitation if the 
index is intended to represent anything more than the relative 
costs of a certain set of stable goods. 

There is, therefore, a definite but limited connection between 
the practical price of living index numbers (in their ideal forms) 
and the theoretical concept of the price of living. This tends to be 
forgotten. There is no need to stress now the error of interpreting 
the price of living index number as a measure of “ the value of 
money as such,” or of price changes “‘ on the side of money.”’ But 
the reactionary rebound to the opposite extreme must also be 
avoided ; the price of living is not a mere statistical device, 
involving arbitrary or meaningless ‘‘ weights,’ without a 
theoretical backing of any kind. 

There remains, in conclusion, the problem of what can be 


_%° Note again the importance of expenditure. The Ministry of Labour’s cost of 
living index, for example, is intended to represent the relative costs of a standard 
budget for an average working-class family, and for this family class the range of 
expenditures is reasonably small. Notice, however, that only certain goods and 
rent are included in the budget. To represent the price of living adequately, other 
goods, and also a wide range of services, must be added. 

31 As Professor Frisch points out (op. cit., pp. 72-3), this selection of goods to be 


included ‘ will tend to produce a bias,’’ and it “ will, in fact, tend to dampen the 
price fluctuations.” 
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called, for convenience, the “ geographical ”’ price of living, i.e. 
the problem of comparing expenditures on essentially different 
markets,** where individual tastes are different and where the sets 
of consumers’ goods quoted are of entirely different composition. 
This is the problem considered by Professor Frisch.** So far we 
have dealt with the case of one individual and one set of con- 
sumers’ goods, and we have compared expenditures in different 
price situations by means of the individual’s indifference loci. 
Now we must assume that there are two distinct individuals and 
a set of consumers’ goods for each. There are, therefore, two 
completely different systems of indifference Joc#, different not only 
because of different individual tastes, but also because the 
variables themselves are different in number and composition. 
It would be possible to extend the notion of the price of living to 
this wider case provided that a one-one correspondence could be 
found between the indifference loci of the two systems. Price lines 
(and the expenditures which go with them), which were previously 
associated if they touched the same indifference Jocus in a single 
diagram, would now be associated if they touched corresponding 
indifference /ocz in two distinct diagrams. 

Professor Frisch attempts to solve this problem with the aid of 
his concept of money flexibility. In the first market there is a 
certain price situation and so, in the corresponding diagram, there 
is a certain system of price lines, and similarly in the second 
market. An indifference locus in one diagram is associated with 
an indifference Jocus in the other, says Professor Frisch, if the 
money flexibilities are equal at the two points where the loci 
touch one of the price lines of their respective systems. It is 
difficult to find any justification for this method. Money flexi- 
bility, a second derivative of ® with respect to p prices being 
constant, seems hardly the correct parameter for the association 
of indifference loci. Any attempt to obtain a price of living must 
involve a constant utility level (or something equivalent to it) 
while prices and expenditure are allowed to vary. But there is a 
more convincing test. If the method is correct, it must hold in the 
particular case when the two individuals and the two markets 
coincide, i.e. the case already considered in detail. Here the two 
associated indifference./oci must reduce to the same indifference 


32 T.e., geographically different markets (e.g. Great Britain and U.S.A.), or the 
same market at widely separated periods (e.g. Great Britain in 1880 and in 1930). 

83 In the latter portion of his chapter on the problem of index numbers (op. cit., 
pp. 72-82). In the first portion of the chapter he is concerned with the limitations 
of the usual statistical forms, and he makes the point that a theoretical price of 
living must depend on the income level. (See above, but notice that Professor 
Frisch gives little or no theoretical justification for his contention.) 
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locus, and this must hold for any two compared price situations 
whatever. This is not true. If it were, money flexibility would, 
of necessity, be the same at every point of an indifference locus. 
And this is an impossible condition. 

It would seem that the problem of a “‘ geographical ’’ price of 
living, based on an association of indifference Jocz, is incapable of 
theoretical solution. Systems of indifference Joct for different 
individuals are not comparable in any direct way. The only 
possible comparison is an indirect one, i.e. by means of the whole 
pricing system on one given market. There is, therefore, no 
theoretical support for the comparison of the price of living in 
countries or on markets with different modes of living ; any such 
comparison by means of index numbers must be necessarily 
rough and empirical. The lack of theoretical support does not, 
however, mean that such comparisons are useless. 


A summary of the conclusions we have reached is appended : 

I. The notion of the marginal utility of money (K) can be given 
a strict theoretical definition in terms of individual equilibrium 
analysis. Kis then seen to be a function of individual expenditure 
and of all the prices. To reduce the number of variables to two 
(expenditure and a single variable representative of prices) 
requires an extra assumption. This assumption is entirely 
arbitrary, and can in no way be regarded as an approximation. 

Once this assumption is admitted, Professor Frisch has demon- 
strated the possibility of carrying out a statistical estimation of 
the value of K. Material available at the moment is, however, 
rough and incomplete. 

II. The problems of the supply curve of labour and of the 
income tax offer fruitful fields for the application of the theoretical 
notion of money utility. In particular, the various theories of 
taxation “justice’’ can be given upiform and comparative 
expressions, and, as a result, the limitations of any theoretical 
development of the income tax problem are prominently displayed. 

III. The concept of a “price of living”’ must be considered in its 
theoretical framework. It is an individual, and not a collective, 
notion. When rigidly defined, it appears that the price of living 
is a single-valued function of the two price situations which are 
compared and of the individual’s expenditure level. The upper 
and lower bounds of the function are the customary statistical 
index numbers in their ideal form. 

Relating the theory to the practical problem, it is seen that a 
statistical index number is only a good indicator of the price of 
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living (as opposed to the cost of some standard budget) under very 
restrictive conditions. In particular, the problem of obtaining a 
price of living index for the comparison of expenditures on 
essentially different markets (far apart in space or time) has no 
theoretical foundation. 


[MAY 


Book Reviews 


Y The Industrial Revolution in Scotland. By HENRY HAMILTON. 
Clarendon Press, Oxford. 1932. Pp. ix+300. I5s. 

Dr. Hamilton is justified in describing his book as “‘ a pioneer 
study in a largely untrodden field of economic history.’’? English 
students of the Industrial Revolution have long been handi- 
capped by their ignorance of parallel developments in Scotland ; 
and Scottish writers have seemed curiously reluctant to enlighten 
the Southron. Even Dr. Hamilton has left a large part of the 
field untrodden in this preliminary survey; he has concentrated 
his attention primarily upon industrial evolution, and has 
touched only incidentally on the social consequences of the 
economic changes. His chief endeavour is to show how, during 
the last two centuries, Scotland has been ‘‘ transformed from a 
country with a primitive agriculture interwoven with industry, 
first, to one distinguished for its progressive farming and 
extensive textile industries, and then to a country whose main 
economic activities had their roots in the coal and iron fields.”’ 
In his view, the Union of 1707 caused a ‘‘ revolution ’’ in Scot- 
tish commerce (p. 3), accompanied by an “‘ agrarian revolution ”’ 
(p. 6), which was in full swing by 1760. Between 1780 and 1830 
Scotland went through the first stage of an ‘‘ industrial revolu- 
tion,’ based on the textile industries; while between 1830 and 
1880 the second stage of the ‘‘ industrial revolution ’’ developed, 
through the rapid expansion of the Scottish metal industries. 
This second stage of the transition was just as important as the 
first, ‘‘ and the social problems created were even more devastat- 
ing.’? Judgment as to the devastating effect of industrialism 
upon Scottish social welfare must be suspended until the subject 
has been more fully investigated ; but Dr. Hamilton is convinced 
that “‘ there was a social as well as an economic revolution ”’ 
(p. 74). 

To some extent, Dr. Hamilton has built up his book round an 
English framework. He has collected his Scottish material 
independently, and has then applied it to a background of know- 
ledge derived from the standard works on modern English 
economic history ; in describing the growth of the main Scottish 
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industries he has drawn also upon recent monographs about the 
corresponding industries in England. ‘This plan has much to 
commend it, but it occasionally causes ambiguity ; Dr. Hamilton 
does not always make clear the limitations of his statements, 
and it is sometimes uncertain whether his generalisations are 
meant to apply to Scotland alone, or to the whole of Great 
Britain. Thus, he repeatedly asserts that “‘ pure cotton goods 
could be made for the first time’ only after the invention of 
Arkwright’s water frame. ‘This is certainly not true of the 
English cotton industry, and is clearly absurd if the continental 
and eastern cotton industries are taken into consideration. 

Not all Dr. Hamilton’s ambiguities can be explained in this 
fashion ; sometimes he suffers from the vagueness of his English 
authority, and occasionally (it must be confessed) he seems to 
introduce inaccuracies on his own initiative. His account of the 
invention and technical improvement of the power-loom reveals 
some confusion among the English authorities: ‘‘In 1787 the 
Rev. Edmund Cartwright had patented a power-loom, but it was 
not until Horrocks of Preston and Radcliffe of Mellor and others 
perfected it in 1806-7 that it was made of commercial use ’”’ 
(p. 139). Substantially the same statement is made on page II5, 
except that there the date of Cartwright’s invention is given as 
1784; whereas most economic historians believe that the power- 
loom was patented in 1785. ‘There is no real inconsistency on 
this point; Cartwright began work on his invention in 1784, 
he took out his first patent in 1785, and secured his further 
(more important) patent in 1787. The real difficulty is to deter- 
mine whether the later improvements in the power-loom were 
made by J. Horrocks of Preston, or by H. Horrocks of Stock- 
port. Unwin, Daniels and Fay seem to support the claims of 
J. Horrocks of Preston; Barnes, Mantoux, Hammond, Knowles 
(and, incidentally, Redford) all favour H. Horrocks of Stock- 
port. Among less doubtful instances of minor inaccuracy, it 
may be noted that Dr. Hamilton antedates Crompton’s inven- 
tion of the spinning mule by a year or two (p. 122), and post- 
dates the invention of the Jacquard-loom by more than twenty 
years (p. 110), while his identification of the “ throstle ’? with 
the modern ring-spinning frame (p. 131) is too facile to carry 
conviction. 

It may be concluded that Dr. Hamilton’s chapters on the 
textile industries are less accurate than the rest of his book, 
though even in his textile chapters there is much material which 
will be new to his English readers. He is at his best in describ- 
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ing the growth of the metal industries, and of such allied indus- 
tries as coal, engineering, and shipbuilding. His account of the 
early days of the Carron Iron Works (in Chapter VII) is a solid 
piece of original research ; and his inquiry into the state of the 
Scottish iron industry during the French wars (in Chapter VIII) 
shows that for many Scottish iron masters an increased demand 
for ordnance and munitions, which benefited the Carron and 
Clyde works, brought no adequate compensation for the loss of 
the more general export trade. Students of industrial combina- 
tion will be especially interested in his account of the Glasgow 
Coal Company of 1790, which he describes as “ a participating 
cartel with.a selling syndicate’’ (p. 195). Throughout Dr. 
Hamilton’s account of the capitalistic combinations in the coal 
and iron industries (Chapter IX) there can be traced that lucid 
understanding of an intricate situation which distinguished his 
earlier studies of industrial combination in The English Brass 
and Copper Industries. 

All serious students of economic history will applaud Dr. 
Hamilton’s courage in attempting such a wide survey of Scottish 
economic development ; they will applaud also the industry with 
which he has collected original material from both private and 
official sources. He has not limited his researches to the National 
Library and the Register House at Edinburgh, but has made 
good use of the business records of various historic Scottish 
enterprises, such as the Catrine Cotton Works, and the Carron, 
Clyde, and Muirkirk iron works. ‘The information gathered 
from these and other unpublished sources has been collated with 
the voluminous evidence contained in both Scottish and English 
secondary authorities. It is true that, along with great merits, 
Dr. Hamilton’s book has serious defects. It contains far too 
many casual inaccuracies, which could easily have been avoided 
by careful proof-reading and a thorough checking of the refer- 
ences. Dr. Hamilton’s literary style is pedestrian, and his 
grammar is often slovenly; in some instances his statements 
are so loosely phrased as to be obscure. It would be a tedious 
and thankless task to make an exhaustive list of such blemishes ; 
but it is to be hoped that Dr. Hamilton will revise the book 
very thoroughly, when a second edition is demanded. ; 

As it stands, the book may most properly be regarded as a 
plucky, but not wholly successful, attack upon a gigantic 
subject. Working upon such an ambitious scale, Dr. Hamilton 
could not hope to preserve a uniformly high standard of scholar- 
ship throughout, nor could it be expected that his book would 
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achieve the exquisite balance maintained by Paul Mantoux in 
his account of the Industrial Revolution in England; but Dr. 
Hamilton will probably agree that to compare his work with 
that of Mantoux is in itself no mean compliment. 

ARTHUR REDFORD. 


An Early Experiment in Industrial Organisation; being a 
History of the Firm of Boulton and Watt, 1775-1805. By 
Ericu Rott. Longmans. 1930. Pp. xvit+320. I5s. 


At present, one of the most serious charges to which the 
economic historian lies open is that of persistently neglecting 
business history as such, despite its obvious importance for 
an understanding of the past, and its possible value as a guide 
to the present. Recently, it is true, there have been, notably 
in America, certain signs that this neglect is coming to an 
end. But in England, the field richest in old business records, 
the work has hardly yet begun, and our knowledge is almost 
entirely confined to the textile industries. Consequently, all 
will welcome Dr. Roll’s admirable volume for the light which 
it throws upon the organisation and policy of one of the key 
firms in the history of heavy engineering. The Boulton and 
Watt MSS. have been used before. But never have they been 
examined so thoroughly, or from quite the same point of view; 
and there can be no doubt that Dr. Roll has made a valuable 
contribution to our knowledge of an extremely important period. 

For the first twenty years, the interest of the story lies far 
more in the realm of policy than in that of organisation. For 
the work of the original partners was professional rather than 
industrial. They were essentially engineers, supervising the 
‘erection of their engines and relying for their income upon 
the resultant royalties, rather than actual manufacturers. At 
first lack of capital, if nothing else, prevented their making 
any but the most delicate parts of the machinery themselves. 
And, despite its delays and its inconvenience to customers, the 
practice of assigning most of the manufacture to outside firms 
continued almost unmodified until 1795. The work at Soho 
certainly increased, but remained poorly organised, unprofitable, 
and comparatively unimportant. Consequently, in the first half 
of his book Dr. Roll finds little scope for originality. The 
story of the relations of Boulton and Watt is already fairly well 
known, although Dr. Roll has been able to amend and supple- 
ment it in certain particulars. And the organisation of the 
early Soho works approximates too closely to the general idea 
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of eighteenth-century practice for its details to be of great 
importance. But, at least, he has made his points clearly, has 
set them in their proper economic perspective, and has 
disentangled them from the mass of engineering technicalities 
that makes the best of the previous works such difficult reading 
for the general historian. 

From 1795 onwards, however, the interest quite definitely 
shifts to the realm of organisation, and Dr. Roll finds more 
virgin fields to plough. For, with the approaching expiry. of 
the patents, with the establishment of the Soho foundry, and, 
above all, with the passing of control into the hands of the 
sons of the original partners, the manufacturing side of the 
business came rapidly to the fore. The old Soho works were 
expanded and reorganised, not by an haphazard succession of 
ad hoc changes, but according to a systematic policy based 
on ‘‘the analysis of the problems into their elements, the 
collection of elaborate statistical data, and the drawing of 
inferences from the records so collected.’’ For, as Dr. Roll 
rightly emphasises, the younger Boultons and Watts understood 
and practised all the main doctrines of the modern advocates 
of Scientific Management—an elaborate costing system, the 
economic arrangement of workshops, the increased use of 
machinery, the standardisation of output, the reorganisation 
of prices upon a competitive basis, the high subdivision of 
labour, and the development of payment by piece- instead of 
by time-rates. The details make fascinating reading, And 
they do more. ‘They challenge the generally accepted theory, 
drawn from textile history, that the early factories were crudely 
conceived and ill-organised. ‘The Soho factory may, of course, 
have been an exception, and its story interesting rather than 
important. But the challenge has been made; and it behoves 
Dr. Roll, or some other competent researcher, to follow it up. 

: F. J. FISHER. 


Ethical Relativity. By Epwarp WeEsTERMARCK. London: 
Kegan Paul. 1932. Pp. xvili+301. Price ras. 6d. 


This is an interesting book, by a well-known author, devoted 
to the thesis that all moral judgments are subjective or relative, 
and that they have no objective validity. The justification for 
this view is that they are all ultimately based on emotions and 
‘that, as is very commonly admitted, no objectivity can come 
from an emotion.’? ‘The emotions primarily concerned are 
resentment and “‘ retributive kindly emotion.’? But the moral 
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judgments are not simply statements that we are as a matter 
of fact at the moment feeling one of these emotions. In the 
first place, they imply the classification of a particular object 
(e.g. an action) as one of a general class of objects towards 
which we tend to feel these emotions. But there is more in 
it than that. For an essential part of the moral judgment is 
an assumption that we should feel these emotions towards such 
an act whether it was done to us by ourselves or anyone else, 
to a friend or an enemy or a stranger alike. This is what the 
writer calls an assumption of disinterestedness or impartiality. 
This important characteristic comes to the moral judgment 
through the influence of the tribe or community by its customs, 
which, as it were, generates the emotions of the individuals. 
Indeed, it is only the influence of emotion in this way which 
gives the specifically moral quality to the emotion and the 
judgment founded on it. ‘To the crucial question how, in that 
case, it is ever possible to criticise or revolt from the customs 
of our own community on moral grounds, the author returns 
no detailed answer. ‘There is merely a suggestion that, in some 
such cases, the revolt may arise because it is felt that the tribe 
itself is not displaying the impartiality which it has taught us. 

As an explanation, this last suggestion seems to me totally 
inadequate, and this is one of the points on which I should hold 
that the argument most clearly breaks down. But it is obvious 
that every step in it is highly controversial. The primary 
assumption that ‘‘ emotion cannot give objectivity,’’ while 
doubtless very often adopted, is by no means universally 
admitted. Many of us would hold that there are circumstances, 
which need very careful definition, under which an emotional 
experience can form a valid ground for an objective judgment. 
But apart from this most ethical thinkers would regard the 
analysis of the actual moral judgment as very unsatisfactory. 
Personally I should hold that even the description of the purely 
emotional element in it is erroneous and fails to appreciate its 
unique quality. And further the description does not seem to 
me to do justice to the indissoluble association of the emotional 
with the cognitive element in it. In a way, Professor Wester- 
marck tries to allow for this : his ‘‘ assumption of impartiality ”’ 
is certainly not an emotion. But he still insists that the emotion 
is the fundamental factor: the further elements are ‘‘ based on 
it’ And, while admitting that an emotional element is an 
essential part of a true moral judgment, I can see no grounds 
for thus claiming the primacy for it. 
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More generally, I should question Professor Westermarck’s 
assumption that the burden of proof rests on those who claim 
that moral judgments have an objective reference. He seems 
to admit that we all normally assume, when making them, that 
they have such a reference. And I should have thought that 
the burden of proof rested rather on those who would deny 
such a universal assumption. But the only attempt at proof 
that he gives is in his analysis of the moral judgment. And 
those who do not accept his analysis will hardly be moved by 
arguments based on it. 

It is, of course, impossible to discuss these issues properly 
within the limits of a review. And nothing has been said about 
the many other important questions touched on in the book. 
It only remains to say, therefore, that even those who find the 
main thesis wholly unconvincing will have much to learn from 
the author’s stimulating treatment, and from his unique know- 
ledge of actual moral customs and beliefs in all countries and 
all ages. 


G. C. FIELD. 


Fertility and Reproduction. By RopBert Kuczynsxki. Falcon 
Press, New York. 1932. Pp. 94. $2. 


Since 1928 Kuczynski has published three illuminating 
volumes dealing with statistics of population growth in European 
countries. In the first two he has presented a substantial 
body of new data, using the method of ‘“‘ gross reproduction 
rates’’ as a measure of fertility alone and ‘‘ net reproduc- 
tion rates ’’’ as a measure of the balance of births and deaths. 
This procedure, which differs radically from those employed 
by English writers on the same subject, emphasises in a very 
striking manner conclusions already put forward by Beveridge 
and Bowley in this country. It has the additional advantage 
of exhibiting the magnitude of the contemporary decline in a 
very direct and simple manner. The expected volume dealing 
with American and Australian data is not yet available. The 
latest contribution is devoted to the rationale of population 
statistics. As such it is a welcome theoretical companion to 
the preceding treatises. It is unfortunate that the student 
beginning his studies upon population growth cannot turn to 
any compact discussion and explanation of the alternative 
methods employed by other contributors to the population 
problem. 


The collection of population statistics by public authorities 
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has been largely dictated by considerations relevant to public 
health, immigration and the supply of labour. Interest in the 
growth of population per se has grown during the past two 
decades in consequence of the decline in the birth rate of 
European countries. Those who are familiar with the salient 
facts are no longer mesmerised by the Malthusian dread of too 
rapid increase. ‘There is good reason to be alarmed at the 
prospect of racial extinction. Kuczynski’s researches have 
been directed to provide as precise an answer as possible to 
the question: are there reasonable grounds for this alarm? 

With the growing interest in the problem of population 
growth two conclusions are becoming apparent. One is that 
the procedure of collecting data adopted by public authorities 
is not ideally adapted to throw light upon the trend of popula- 
tion growth. Thus the analysis of ‘‘ completed marriages ”’ 
used by Stevenson to trace differential fertility of occupational 
classes during the last half-century in England and Wales 
is an attempt to make the best of a bad job. The only 
accessible data are contained in census returns, and any con- 
clusions derived from such a source are open to the formidable 
objection that survivors from a remote past are not necessarily 
a random sample of their contemporaries. Though less 
commonly recognised perhaps, it is also true that statistical 
methods devised to adjudicate upon the consequences of a public 
health policy are not ideally adapted to exhibit the salient 
features of the population problem in the form stated above. 
Several recent books of population growth tabulate in separate 
columns fertility and mortality rates standardised for sex and 
age composition by the methods adopted in vital statistics 
without regard to the fact that a large amount of irrelevant 
information is thereby introduced or to the difficulty of extract- 
ing precise conclusions from a comparison of fertility rates with 
mortality figures which extend over the whole period of life. 
The simplicity of the methods which Kuczynski uses can be 
appreciated best, when they are compared with the alternative 
practice of separating the contributions of mortality and 
fertility. 

Consider first of all the contribution of mortality to the 
growth of a population. It is obvious that a high death rate 
in a seaside resort to which prosperous valetudinarians retire 
for their last few years of bowls and gossip does not betoken 
incompetent administration of public health, the physiological 
handicaps of prosperity or the lethal properties of sea air. 
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Hence it is clearly necessary to reduce mortality statistics to 
a common basis of age and sex composition, when the objective 
is a medical one. It is not less clear that this procedure does 
not make them any more suitable to throw light on the capacity 
of a population for continued growth. In civilised countries 
the majority of deaths occur among people who have passed 
the age of parenthood. An extension of the expectation of 
life after fifty years of age can only result in a temporary 
deviation. It cannot affect the growth rate of a population 
in the long run. Apart from this consideration mortality 
figures for the male population below this age limit are far less 
relevant than information concerning the female population. 
Even if two populations have the same fertility rates and the 
same mortality rates standardised against a common basis as 
regards age and sex composition, one may be growing and 
the other declining. 

In the same way a suitable basis for the computation of 
fertility depends upon whether the end in view is to draw 
attention to the various factors which influence high and low 
fertility or to decide whether a population is capable of main- 
taining itself. The significance of age composition is different 
in the two cases. Fertility rates expressed in terms of married 
women of childbearing age, if compared with fertility rates 
in terms of all women of childbearing age can yield some 
information concerning the way in which the replacement of 
a population is affected by one social variable, namely marriage. 
Within the married group itself, fertility is influenced by 
a very complex congeries of factors which lie outside the 
customary boundaries of physiology. Hence the assumption 
that age variations in fertility among married women are 
mainly determined by agencies independent of social tradition 
is dubious. The significance of standardising fertility rates 
by the method of Newsholme and Stevenson is therefore open 
to dispute, especially when it is applied to communities with 
widely different patterns of sex behaviour. In any case it 
does not assist us to decide which of two populations has a 
greater or less capacity for further growth on the basis of 
existing conditions. 

For this purpose, as Kuczynski remarks in an earlier 
volume, “‘the pertinent question is not: is there an excess 
of births over deaths? The pertinent question is: are natality 
and mortality such that 1,000 newly born girls will in the 
course of their lives give birth to a thousand girls? If this 
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is the case the first generation of 1,000 females will at its 
death have been fully replaced by the girls they have borne 
and the population will remain constant... .’? The answer 
is supplied by the ‘‘ net reproduction rate.’”? For the measure- 
ment of fertility alone the “‘ gross reproduction rate ’’ states 
the number of girls born during the whole period of child- 
bearing to the average woman who survives to the age of fifty. 
The gross reproduction rate is calculated as follows. The 
specific fertility rates for women at each year of life during 
the period of childbearing (15-45) irrespective of marriage are 
added. This gives the total number of children who would 
be born to a thousand women of childbearing age, passing 
through the whole period of childbearing, if the prevailing 
fertility rates remained unchanged meanwhile. When this 
figure is multiplied by the ratio of female births to all births 
for the same year, the number of female children is obtained. 
Dividing this by a thousand we get the average number of 
potential mothers produced by a woman during the whole period 
of childbearing at the prevailing annual fertility rates. To 
calculate the net reproduction rate the annual fertility rates 
for each year of the childbearing period are multiplied by the 
proportion of survivors for the corresponding years in the life 
table. The net reproduction rate thus gives the average number 
of girls born to every newly born girl, or to put it in another 
way the average number of actual mothers produced by a 
woman passing through the whole period of childbearing. 
This method of analysis, originally suggested by the German 
statistician Boeckh in the year 1884, exhibits the growth 
capacity of a population in a very striking way. The net 
reproduction rate must remain above unity, if a population 
is to continue growing. If it is less than unity a population 
is declining. ‘Taken side by side with the gross reproduction 
rate it is easy to see how far fertility alone contributes to a 
declining growth rate. Kuczynski’s data show that, if the net, 
reproduction rate remains unchanged, the entire population 
of industrialised communities in Europe is doomed to extinc- 
tion. ‘There is every reason to believe that the gross reproduc- 
tion rate will continue to fall steeply for some time to come. 
This raises the question: will further reduction of the death 
rate compensate for further fall in fertility? Kuczynski answers 
it in the negative. In Western and Northern Europe the average 
newly born girl survives for 29 out of the 35 years of the child- 
bearing period. Hence he contends that further progress in medical 
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science and the organisation of public health will only increase the 
expectation of life beyond the period of childbearing. He does not 
believe that it will appreciably compensate for the low fertility 
which prevails at present and is likely to suffer a further diminu- 
tion in the future. 

It is possible that this view is unduly pessimistic, 
It is doubtful whether the average number of years which 
a newly born girl will survive during the childbearing period 
is a just measure of the possible effects of biological discovery 
and social welfare. Such an average is based on a group com- 
posed of some individuals who would have more children if 
they survived for only a few more years and other individuals 
who would not have less children, if they had died many years 
earlier. ‘The fact remains that we are nearing the limit of what 
medical knowledge can contribute to the maintenance of a 
population. In the meantime there is every indication that 
biological science and the spread of existing knowledge concern- 
ing contraceptive practice can reduce human fertility to a much 
lower figure than that which prevails in civilised communities 
at present. LANCELOT HOGBEN. 


The Secretaries of State, 1681-1782. By Marx A. THomson, 
M.A., D.Phil. Clarendon-Press. 1932. Pp. 206. tos. 6d. 


The history of the British Constitution in modern times has 
suffered from the habit of ‘‘ starring ’’ the mother of Parlia- 
ments. It is natural that Parliament should hold the stage 
in the seventeenth century. That was her scene. But, since 
the main issue was the claim to control the King’s Ministers, 
it is desirable to know who those Ministers were and how they 
did their work. Still more is this desirable in the eighteenth 
century, when the seat of. change moves from Parliament to 
the Cabinet. When R. H. Gretton wrote his little book on 
The King’s Government in 1913, the remarkable thing was 
that an author who had so clearly visualised so important a 
subject should find so little to say about it. The spadework 
had not been done. Even historians of the Cabinet left us 
very much in the dark as to what Ministers were doing when 
they were not at Cabinet meetings. The administrative 
history of the Navy, the Army and the Plantations had pro- 
gressed a long way before anybody went for the heart of the 
matter by seriously tackling the Secretaries of State. The 
Principal Secretary of State, 1558-1680, by F. M. G. Evans, 
led the way, and Dr. Thomson has followed, over a very crucial 
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century. The next stage runs to 1832, where the story will, 
no doubt, be taken up by students of contemporary politics 
reaching back over the nineteenth century. It is to be hoped 
that Dr. Thomson is already working on these fifty years, 
to save us from a very awkward gap. 

It is an astonishing record of confusion; or, rather, it would 
be astonishing if we did not feel fairly certain that a ruthless 
exposure of the Civil Service even a century later would invite 
a similar verdict. The book could almost be summarised by 
reference to the muddles it discloses. There is the general 
muddle caused by regarding the secretariat as a single office 
however many the Secretaries. The intention was excellent, 
but the performance often lamentable. There is the confusion 
resulting from the determination to give this administrative 
binomial a controlling hold over all departments, especially the 
War Office, the Admiralty and the Board of Trade. The desire 
to keep the Forces of the Crown under civil control was natural 
in a people that remembered Cromwell, and later generations 
may be thankful that their ancestors were not shaken in their 
resolve even by the spectacle of the Duke of Newcastle direct- 
ing military operations simultaneously in Spain and North 
America from his office in London. ‘Then there is the chaos 
of emoluments. The Secretary himself drew his regular income 
from some six or seven distinct sources. All subordinates were 
his personal employees, appointed and paid by him, though 
they received some of their emoluments in the form of fees and 
gratuities for specific work done. No doubt it was the habit 
of regarding the office as their private domain that led some 
Secretaries to carry off important documents when they retired. 
Finally, there is the very important confusion as to the Secre- 
tary’s power of action for the maintenance of order. As the 
mouthpiece of the king in the days when the king’s will was 
very nearly law, especially in any emergency which might be 
held to call for and justify the use of prerogative powers, the 
Secretary had learned to behave as a super-magistrate and to 
issue warrants for arrest or search in forms unknown to the 
ordinary J.P. For some of these proceedings he could later find 
statutory authority in the Licensing Acts. But in the eighteenth 
century royal intervention in justice was confined to pardons 
and the Licensing Acts were extinct. It was now argued that 
a Secretary had no magisterial powers at all. It was, however, 
decided that a power to commit for treason, felony or seditious 
libel was inherent in his office, but no more. The recklessness 
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of later Secretaries in overstepping this mark leads Dr. Thom- 
son to give an admirably lucid account of the disputes about 
general warrants in their various forms. 

Gratitude for good work makes one greedy for more. Dr. 
Thomson does not profess to go beyond the Secretaries’ offices. 
But this involved making an excursion into the departments 
over which the Secretaries exercised ultimate control, and here 
they were bound to meet the influence of the other great admini- 
strative power, the Treasury. There is very little in the book 
about the relations between these offices, though there is some 
reference to rivalry between their heads, especially when the 
Treasury had provided the First Minister in the Cabinet. One 
other question might well have been discussed. In this period 
the Cabinet was changing from a committee of counsellors into 
a committee of heads of departments and it was also developing 
the tradition of collective responsibility. We are accustomed to 
think of the latter as the inevitable outcome of the relations 
between Cabinet and Parliament. How much did it owe to the 
growth of an actual unity in administration, derived from the 
unity of the secretarial offices and the pervasiveness of Treasury 
control? Was the fiction rooted in a fact? 

T. H. MARSHALL. 


Taxation During the War. By Sir JosiaAn Stamp. Oxford 
University. Press.,. 1932.5 Pp..240. 10s. 


The first part of this book consists of a chronological account 
of public finance in Great Britain during the war and, apart 
from the recurrent emphasis on the administrative aspect, the 
material is equally available in a less discursive form in such 
books as British Budgets (Mallet and George). Sir Josiah, who, 
in virtue of his official position at the time has special qualifica- 
tions for dealing with the subject, intends in this part to depict 
the social and political psychology of the development of war 
finance, to give ‘‘ the authentic reaction of men’s minds to 
events.”” It is extremely doubtful, however, whether a true 
picture can be obtained from such a summary interlarded with 
references to public or semi-public utterances inspired either by 
genuine emotion or the necessity of playing to the gallery. Sir 
Josiah is necessarily reticent about the darker side and can only 
hint at baser manifestations which left the Inland Revenue 
officials cynical about war-time patriotism. 

Much more significant were the things unsaid. From the 
constant references made at the time to the experience of the 
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Napoleonic war period one would imagine that the profuse 
economic literature of the early nineteenth century had furnished 
a valuable and recognised guide to the conduct of war-time 
finance, but the references all stopped short at elementary calcu- 
lations of comparative fiscal burdens, and in all the budgetary 
speeches and discussions there was very little appreciation of 
the true course of development. There was no realisation that 
borrowing is merely a capital levy on the instalment plan, no 
perception of the growing distortion introduced by inflation and 
no conception of the real processes behind the money veil. If 
there was any consistency in policy it derived from the applica- 
tion of the rule-of-thumb method by which taxation was con- 
tinuously adjusted to cover peace-time expenditure at the pre- 
war price level, plus the growing charge for debt. 

A considerable portion of Part I is devoted to an account 
of the illogically conceived excess profits duty, while Part II 
is mainly concerned with the highly ingenious attempts to 
secure a logical application in practice. Both the name and the 
form of the duty were a sop to public feeling, and although it 
can be claimed that the tax was very prolific as a source of 
revenue—#1,200 millions were raised in seven years—it 
remains to be proved that equally successful results could not 
have been obtained from a straightforward extension of the 
ordinary income-tax scheme. Sir Josiah, in his justifiable pride 
at the achievement of his department, omits to consider this 
point. As it was, the duty was extended to tap not high in- 
comes, but higher incomes, so that the man whose income in- 
creased to £10,000 in war time paid more than a man whose 
income of £10,000 carried over from peace time. Such dis- 
criminatory exaction was supported by the crude argument of 
‘‘ What you never had you never miss.’’ Even then there were 
unwarrantable exemptions, with the ironical result, for example, 
that an accountant whose income increased to £10,000, largely 
owing to the additional work created by the duty itself, escaped 
the imposition. The scope for legitimate and illegitimate evasion 
must have been universal and it would be invidious to single 
out shipowners, distillers and farmers from the crowd that 
mocked the riddled corpses round Bapaume. 

In his concluding observations Sir Josiah appears rather too 
complacent, not because of his satisfaction with the results 
achieved, since they were in many ways highly creditable and 
compare favourably with the efforts of other belligerents, but 
because of his satisfaction with the methods employed, He is 
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too much disposed to rest on the argument expressed by him 
elsewhere that it is not what happens but what people think is 
happening that matters. The processes of inflation and the 
illusions set up do ease the fiscal problem at the outset, but 
Sir Josiah is only dealing with the first act of a drama whose 
dénouement, judging by the contemporary collapse of the 
dollar, we have not yet reached. It remains for someone to 
write the second act which should show the British taxpayer 
sulking under the burden of public and private debt during the 
post-war decade, and the authorities, fearful. of deflation and its 
effect on the public finances, by that very fear increasing the 
burden of taxation through the costs of unemployment. 
Prominence would be given to the réle played by the expediency 
school of statesmen publicists and, regrettably enough, econo- 
mists, who sought a way out of this impasse by the manipula- 
tion of currency and credit, and have thus rendered this country 
an international nuisance. It is this school which relies largely 
on the irrationality of public opinion if only to cover up its 
errors, and behind all its flounderings the fundamental problem 
remains as to who shall repay the cost of the war. 
G. L. ScHWARTz. 


Value and Income. By ArtHUR Ext Monror. Cambridge, 
U.S.A. (Harvard University Press), and London 
(Humphrey Milford). 1931. Pp. vili+286. 15s. net. 


There are books that are deceptively easy to read, and books 
that are deceptively difficult. Professor Monroe’s contribution 
to the literature of Value and Income belongs to the latter 
class. Not content with his well-deserved fame as the first 
successful anthologist of economics, he sets out in the present 
study to reconcile the historical and deductive methods in the 
sphere of value and distribution, and, not surprisingly, his 
eirenicon makes unusual reading; but he seems to be mistaken 
in attributing its ‘‘ complexity ’’ to the intricacy of his task. 
It is in part due to the manner in which the task is performed, | 
for Professor Monroe’s style has a tendency to be jumpy and 
apologetic and his sense of proportion is not altogether above 
criticism. It is just conceivable that these defects are to some 
extent the result of a gallant attempt to express elementary 
but involved mathematical concepts in literary English. Much 
of the contents of Chapters III and VIII, for example, could 
possibly have been expressed not only much more briefly but 
also much more clearly and forcibly with the aid of a few 
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simple equations. It is a pity that the notorious abuse of 
mathematical methods by certain economists should frighten 
others into sticking fast to prose even for the multiplication 
table. 

Again, some of the author’s difficulties seem to be the conse- 
quence of the haze in which many of his most fundamental 
concepts are enveloped. The illuminating but nebulous galaxy 
of ideas that bounds Professor Monroe’s sub-universe of 
thought is largely composed of terms, like goods, wealth, 
utility, exchange, production, which have been in part adopted 
unrevised and unharmonised from the systems of such various 
authors as J. B. Clark, R. B. Perry, and even Gustav 
Schmoller, and in part subjected to a process of critical revision 
that would have been entirely praiseworthy if it had been more 
thorough. It seems inevitable that some of the conclusions 
drawn from such data should be a little tenuous. 

In this, of course, Professor Monroe is not alone. It is 
fashionable among English-speaking economists, and always 
has been, to avoid any real discussion of Grundlegungen. There 
are fortunately signs of a reawakening interest in this aspect 
of the nature and significance of economic science; but it is 
regrettable that Professor Monroe should have missed the 
present excellent opportunity of stimulating this interest, if 
not of satisfying it. 

Most of the other difficulties of this book are rightly 
attributed to ‘‘ the necessity of taking account of certain non- 
permanent elements in the social and technological background 
of economic life . . . in a book expounding ‘ pure theory’ in 
the abstract deductive manner.’’ Whether Professor Monroe 
will get the sympathy he expects in this difficult task will 
depend on whether his readers think it a task he ought to have 
undertaken at all. To attempt to expound pure theory in 
the deductive manner while ‘‘ tempering it with the realism 
of the Historians ’’ will seem to at least some of his readers 
as unpromising an enterprise as trying to kiss a shadow or 
lay a ghost with a blunderbuss. These are those readers who, 
expecting nothing from the book, will not be disappointed ; 
who will in fact be very pleasantly surprised to find what a 
wealth of suggestive and valuable material, not directly related 
to its main theme, Professor Monroe has packed into it. Many 
a man, as oriental wisdom tells us, has shot at a rainbow and 
brought down a wild duck; but in those rarer cases when the 
marksman bags a whole flock of ducks, as Professor Monroe 
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has done, we are inclined to suspect him of deliberately 
reserving his bolt until the birds at which he was not aiming 
came into his line of fire. Be that as it may, Value and Income 
contains some very original economics, nearly all of which has 
very little to do with its alleged object. Its obiter dicta on 
the mechanism of imperfect competition, the classification of 
costs, the supply of rent-receiving factors of production, the 
relations between saving and investment, and the simultaneity 
of the pricing process, are among those which are worthy of 
serious attention. 

Almost every page of such a book must necessarily bristle 
with points which invite the attacks of the critic, whatever 
school of thought he may belong to; but to deal with these 
in detail would be probably an unprofitable and certainly a 
tedious undertaking. (This is particularly true of Professor 
Monroe’s incursions into psychology.) On the other hand, 
those doctrines which nominally form the principal subject- 
matter of this book will be unlikely to arouse either much 
enthusiasm or much opposition among well-instructed students. 
It is true that Professor Monroe’s statement of the problem of 
value occasionally suggests a certain pre-Classical or 
Ur-Ricardian bias that it does not in fact possess; but this 
could hardly be permanently misleading to a careful reader. 
Apart from this, and other minor difficulties of interpretation, 
his theory of Value and Distribution is likely to strike students 
of all orthodox schools as on the whole familiar, but with some 
unfamiliar (and suspicious) elements appearing in rather 
unexpected places. The Clarkian will miss something in the 
treatment of marginal returns; the Marshallian will be pulled 
up unexpectedly here and there by certain radical reservations 
in Professor Monroe’s views on costs; disciples of the Viennese 
School may perhaps feel that Professor Monroe’s views on costs 
are a little less radical than they well’ might be; and the more 
intransigent sort of Paretian may possibly deplore the attempt 
to solve problems of general equilibrium without the use of 
mathematics. All of which is to say that the book contains 
as satisfactory an eclectic statement in pure theory on its 
subject as we have any right to expect to find in an octavo 
of 275 pages. Those who like eclecticism will probably read 
it from cover to cover. ‘Those who prefer their doctrines neat 
will hardly do that, but they will be very ill-advised to pass 
it by altogether. For while it undoubtedly is a book that the 
beginner should shun as he would shun the plague, or the 
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works of, say, F. Y. Edgeworth, for the advanced student it 
remains one of the most stimulating contributions to pure 
theory that have appeared in America since the war. 

H. E. Batson. 


Die Russische Handelspolitik der Gegenwart. Ein kritischer 
Beitrag zum bolshevistischen Wirtschaftssystem. By Boris 
ISCHBOLDIN. Jena. 1930. Pp. xii+240. 


Dr. Ischboldin’s book, which appears in Professor Mann’s 
series ‘‘ Sozialwissenschaftliche Bausteine,’? is intended, 
according to its sub-title and the author’s introduction, to be 
a critical analysis of the Soviet monopoly of foreign trade. The 
book is divided into four main parts. ‘The first consists of 
an historical study of Russian commercial policy from the time 
of Peter the Great to the end of Kerensky’s administration. 
The second part recounts the repercussions of the Brest-Litovsk 
Treaty upon the formation of Soviet Russia’s foreign commer- 
cial policy and the nationalisation of the mechanism of foreign 
trade during the period of military communism. ‘The third, 
and by far the largest section of the book, deals with foreign 
trade under the new economic policy, a period which the author 
names ‘‘ State monopolistic capitalism ’’ and which ends with 
the year 1926. In the fourth part of the book, the author 
studies the adjustment of the Soviet system to the requirements 
of the socialist offensive which was begun in 1927 and 
developed into the Five-Year Plan. 

Of the greatest interest for any student of Russia’s economic 
history are the connecting ties between the foreign commercial 
policy of Soviet Russia and the pre-revolutionary development. 
This part of the book is exclusively descriptive; it is too 
sketchy and avoids any critical analysis of the policy of the 
pre-revolutionary administration. ‘The author simply repeats 
Shingarov’s’ description of the 1904 commercial treaty with 
Germany as a treaty which cost Russia more than the whole 
unfortunate Russo-Japanese War,” but does not analyse the 
effect upon the country’s economic fortunes of the commercial 
policy of the successive administrations of Imperial Russia 
which culminated in the unfortunate trade agreement. ‘The 
policy pursued for three generations by a semi-feudal ruling 
class—the bourgeoisie remaining too weak and lacking in con- 
structive thought and the working class being refused any 
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opportunity to influence the official policy—was to a very large 
extent responsible for the fact that the structure of foreign 
trade remained typical of a backward agricultural country. 
The Soviet policy was a complete negation, at least in theory, 
of the commercial policy of the Czarist régime. The policy 
of the Soviet Union from the moment when the Civil War 
ended and the country returned to conditions of peace, was to 
build up a large industry and to exploit all the natural resources 
of the country, either with the help of foreign credits and loans, 
or by means derived from the internal accumulation of capital. 
The system of foreign trade was intended to serve two pur- 
poses, the first a positive one, to remain an elastic instrument, 
adjusted to Western conditions of trade, which would allow 
the inflow of foreign capital into Russia, and the second a 
negative one, to prevent Russian agriculture from coming into 
the orbit of the outside capitalist world, and to help the Soviet 
Government to apply the capital accumulated in agriculture 
for the purpose of financing industry. ‘Thus the Soviet Govern- 
ment wished to turn the peasants’ economy from an agri- 
cultural hinterland of the more advanced industrial countries 
of the West into a hinterland of Russian socialist industry. 
The monopoly of foreign trade has developed slowly into a 
complicated system governed by yearly and five-yearly plans, 
which fix more or less rigidly the imports and exports and 
other incomings and outgoings in foreign currencies. The 
instruments used to enforce this system are threefold: first, 
licences and quotas fixed by a central institution for the whole 
Union (Commissariat of Foreign Trade) ; secondly, tariffs; and 
thirdly, State establishments specially created for carrying out 
various functions of trading, transport, insurance, and banking 
with the outside world. The monopoly of foreign trade should 
not be regarded as the concentration of all transactions in the 
Commissariat of Foreign Trade, for there are a number of more 
or less independent institutions which work under the orders 
and directions given by the Commissariat on the basis of plans 
approved by the Government. Of course, the standard of inde- 
pendence is quite different from that of a competitive economic 
system based on private ownership. 
The importance of the State monopoly for the purpose of 
carrying out the Government policy became evident when it 
was decided to give up the so-called New Economie Policy and 
speed up the process of industrialisation and socialisation of 
the economic life of the country. Only the existence of a 
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monopoly of foreign trade enabled the Soviet Government to 
suppress without great difficulty all the elements of capitalist 
economy which had developed during the period 1921-6 and 
which, being unable to draw material nourishment from the 
Western and American capitalistic civilisations, remained 
feeble, and of secondary importance in comparison with the 
large industrial and financial resources concentrated directly 
and indirectly in the hands of the Government. ‘The monopoly 
of foreign trade influenced the development of agriculture, the 
growth of industry, the structure of internal prices, the consti- 
tution of the home market, and the accumulation of capital in 
different sections of the national economy in such a way that 
the Soviet Government was able to manceuvre in any direction 
it chose. The effects, negative and positive, of this policy upon 
the whole structure of Russian economic life have escaped, 
however, the attention of the author. He regards the State 
monopoly of trade as a revival of the foreign trade methods 
employed in Russia in the seventeenth century (see page 33) 
which, in the hands of the Soviet Government, serve two 
purposes, firstly as an instrument for the accumulation of 
foreign currencies for the purpose of financing the Third Inter- 
national and the agents of its secret service abroad, and 
secondly to prevent Western civilisation from influencing 
Russia’s peasant economy (pages 220 and 221). ‘The first 
of these suggestions is not correct, the currency obtained is 
used for many purposes: if it were only necessary for the 
object named by the author the Government could secure it 
in various ways without having recourse to a State monopoly. 
The second assertion of the author, though quite correct, is 
not adequately supported by the facts and figures which he 
supplies, and the author’s interpretation of the policy is 
controversial. He does not even give a comprehensive statistical 
analysis of Russia’s foreign trade for the last twelve years 
which would enable the reader to see how the policy of the 
Government has worked in practice. 

There are a few mistakes in the book which require correc- 
tion. ‘The author states that the Russian textile industry is 
unable to produce piece goods and anything more than semi- 
manufactured goods (page 222). It is well known that the 
Russian textile industry covered, even before the war, a con- 
siderable part of the requirements of the country in textiles 
and produced nearly all the cotton piece goods used. ‘The 
industry has now considerably increased its output, though the 
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products are of an inferior quality, and exports a considerable 
amount of goods to Persia, Turkey, Afghanistan, and other 
countries. Another statement, that the International Associa- 
tion of Russian Creditors in Berlin acts as a central office 
for Germany’s trade with Russia, shows that the author has 
confused two different institutions. The Creditors’ Association 
deals only with pre-war indebtedness, and has nothing to do 
with current business. The Russische Ausschuss der Deutschen 
Wirtschaft, on the other hand, has nothing to do with the 
pre-war indebtedness, and acts in an advisory capacity for the 
whole of the German industry’s trade with Russia. 

The author puts too much weight upon the réle played by 
tariffs in the Soviet system of foreign trade. Moreover, his 
suggestion that not only the monopoly but the tariffs as well 
should be abolished and only those duties should remain in 
force which relate to luxury articles and to commodities such 
as coffee, rice, etc., or which are imposed for tax equalisa- 
tion purposes (page 106), would undoubtedly mean the break- 
down of the whole industrial system and the return to the 
conditions which existed in Russia in the years immediately 
following the emancipation of the peasantry in 1861. 

It is worth remembering that A. V. Peshechonov, expressing 
the views held by revolutionary Narodniki who were not less 
hostile to Czarism than the author is to the Soviet Government, 
regarded the very modest efforts of Count Vitte to facilitate the 
creation of heavy industries in Russia during the year 1890- 
1905—a policy which did not arouse much enthusiasm in 
official circles—as the chief cause of Russia’s poverty, and 
demanded the abolition of the protectionist tariff and the 
dissolution of the greater part of the existing industrial enter- 
prises. (A. V. Peshechonov, Economic Policy of Czarism, St. 
Petersburg, 1906, page 72, in Russian.) 

The experience of planning the foreign trade of such a big 
country as Russia and the numerous theoretical and practical 
problems involved in the working of the Soviet monopoly of 
foreign trade do not receive adequate consideration in the work 
of Dr. Ischboldin. His diligence and ability as a researcher 
would be better applied if concentrated upon broad outlines of 
policy and less upon the numerous shortcomings, failures and 
mistakes of the Soviet administration. Further, a scientific study 
requires equal impartiality in the treatment of the pre-revolu- 
tionary policy of Czarist Russia and of the post-revolutionary com- 
mercial policy of Soviet Russia. E. M. SHENKMAN. 
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Nationalism and Imperialism in the Hither East. By Hans 
Koun. Routledge & Sons. 1932. Pp. 339. 158. 

Dr. Kohn’s new book may be said to form a sequel to the Near 
East section of his History of Nationalism in the East, bringing 
up to date the story of Egypt, the Arabian Peninsula and the 
mandated territories of Palestine and Transjordania, Syria and 
Iraq. Except in Arabia, which after the collapse—some would 
say the betrayal—of the Lawrence policy of a united Arab 
empire has so far been allowed to go its way undisturbed, the 
story is one of a rapidly growing nationalism kicking against 
the pricks of an external and by no means disinterested control. 
In Egypt, Dr. Kohn rightly stresses as the crucial point the 
intimate connection between nationalism and democracy : inter- 
nationalist as he may be in his political philosophy, the Egyptian 
democrat is bound to see in complete independence the one road 
to political progress. True democracy without independence is 
impossible because a governing oligarchy, however allegedly 
patriotic, will in the last resort prefer bolstering up by a foreign 
power to yielding its authority to popular sovereignty—a truth 
of general application in the Near East, tragically illustrated by 
the alliance of the British High Commissioner in Cairo with the 
Khedive and the reactionary parties against Egyptian civil and 
political liberties. 

On Palestine Dr. Kohn is as objective as can be reasonably 
expected from one belonging to an interested party. There are 
few who would question that the Balfour declaration was either 
deliberately misleading or based on a frightful ignorance of 
Palestinian conditions, but to go back on it now seems as impos- 
sible as to fulfil its terms, except in so narrow a sense as will 
leave the Jews with a burning grievance. As Dr. Kohn says, 
British policy ‘‘ hopes to meet the wishes of both sides and yet 
to obstruct both, by imposing on the Arabs a strong Jewish 
minority whose cultural and economic superiority will far out- 
weigh their superiority in numbers, and at the same time failing 
to take steps to enable the Zionists to achieve their aim of a 
Jewish majority. In actual fact the British Government will 
thereby do justice to neither party, for hope and fear are 
stronger forces than actual facts in moulding the lives of 

nations.’’ he one hope for Palestine would appear to lie in such 
an improvement of economic conditions as will justify the 
Zionist contention that the immigration of Jewish labour and 
capital will prove in the long run as beneficial to the Arab as to 
the Jew, and to show meanwhile that even allowing for some 
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annual influx into the Jewish settlements there is no possible 
danger of any outnumbering, or even equalising, of the Arabs by 
the Jews. But this is hoping for much in present-day conditions. 

Dr. Kohn reserves his most severe denunciations for French 
policy in Syria, especially for its deliberate scheme of national 
disintegration by geographical partition into four separate states 
and by the encouragement of religious divisions. The French 
answer is that Dr. Kohn and his school greatly underestimate 
the existing antagonism between Moslems and Christians. 
‘“‘ Place all Syria, they say, under the control of Damascus, and 
there will be no real political or civil equality for the Christian 
minorities; create an independent Lebanon, where Christians 
will be a majority, and these will not only secure their own free- 
dom but, by holding Moslem minorities as hostages, be able to 
guarantee the adequate recognition of Christian minorities in 
Moslem Syria.’? And however much this solution may coincide 
with French interests it is too widely held among Syrian Chris- 
tians to be dismissed as mere French propaganda. Further, this 
basing of French influence on the Christian minorities explains 
why the French keep alive in their dependencies by all possible 
ways ecclesiastical systems which they are busy undermining 
at home : any official who forgets that anti-clericalism is strictly 
for home consumption and not an article of export is promptly 
brought to heel or broken. Dr. Kohn is one of the few recent 
writers on Syria who have tried to do justice to Sarrail, in spite 
of the apparent disastrous failure of his brief High-Commis- 
sionership. He made many mistakes, but energetic support 
from the government which had appointed him might have 
marked the beginning of an organised resistance to the control 
of Syrian national life by sectarian bodies. 

Dr. Kohn is optimistic about the effect on the whole Near East 
of Iraq’s entrance into the League of Nations, but tends to mini- 
mise the degree of control still retained by Great Britain over 
Iraq’s affairs. He might have dwelt more fully on the effect 
of the Anglo-Iraqi treaty on Franco-Syrian relations : the official 
acknowledgment of Iraq’s fitness for legal independence has 
placed the French in an awkward quandary, unable as they are 
to deny that Syria and the Lebanon are politically ag least as 
advanced as Traq. As we write (November 1932) the Damascus 
Government is supposed to be negotiating a similar treaty with 
the French High Commissioner, but the Lebanon, having seen 
its constitution suspended last May for alleged financial extrava- 
gance and incompetence, seems further away than ever from 
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achieving an independence which is probably scarcely desired by 
the Maronites who form the most influential element of its popu- 
lation. The real problem, as Dr. Kohn says, is that the cultural 
expression of the nationalist movement is still so much feebler 
than political interest and passion; the latter is widespread, the 
former still limited to an urban intelligentsia which has not yet 
grasped adequately its responsibility for the education of the 
urban and agricultural masses. 

In Syria as in Palestine economic development is the key to 
future progress, and will prove to be the test of mandatory 
success : one may argue about political freedom, but prosperity 
is an unanswerable argument. Dr. Kohn blames both the French 
and the British for their neglect of agriculture, and contrasts 
their niggardliness in this respect with the more generous policy 
of pre-war Turkey. He remarks, with a not undeserved sarcasm, 
that the Mandate System which was destined to free these terri- 
tories from a backward alien rule has resulted in their separation 
from a Turkey which is now far more advanced than any of its 
former dependencies, in which old Islamic or other ecclesiastical 
laws still predominate and which are further than ever from real 
independence. 

The book as a whole is clear and written with detachment, 
though with a tendency to underestimate the difficulties of 
Imperialist governments in their tasks. There are a number of 
mistakes that would need correcting in a later edition : there are 
no universities in Transjordania, only schools; the successor of 
Sarrail in the Syrian High-Commissionership was de Jouvenel, 
not Jouvenal, the French title is ‘‘ comte,’’ not ‘‘ conte ”’ 
Edmond does not end with a ‘‘t,”’ ete. The bibliography has 
been compiled too carelessly; references for each chapter are 
given in haphazard order, and omit such essential books as 
Quincy Wright’s on the Mandates and Saint-Point’s La vérité 
sur la Syrie, which might have replaced a number of worthless 
books for which room has been found. 

R. H. Sovrav. 


Contributions to the History of Statistics. By HAROLD WESTER- 
GAARD. London: P. S. King. 1932. Pp. vi+280. 12s. 6d. 


It is interesting to recall that formerly “ Statistics ’’ implied 
the comparative description of States or a collection of facts 
which might be of interest to those in authority, whether these 
facts were in the form of numbers or not. ‘The present-day 
Professors of Political Science might have been called Professors 
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of Statistics—an interesting speculation. Early observations on 
the lists of births and deaths in the seventeenth century in Eng- 
land were described as ‘‘ Political Arithmetic,’’? but this title 
became obsolete in the course of time and “ Vital Statistics ”’ 
took its place, as the word statistics gradually came to mean only 
the numerical statements of facts relating to States. Nowadays 
the word has, of course, the wider meaning, including facts 
relating to other than State activities. 

While the early ‘‘ Statistics ’? as we now know it was mainly 
concerned with population. there was growing up a considerable 
body of knowledge of the Calculus of Probabilities which evolved 
from considerations of games of chance. The chances of death 
formed naturally a further subject of inquiry. Biological differ- 
ences between individual men were found to occur in a 
population in the random fashion associated with the drawing 
of balls from a bag. Mathematical probability began to be 
associated in close contact with statistical experience. 

To this day, however, there are two main branches of the 
subject, the one concerned with the recording and analysis of 
facts relating to States or other large organisations of units of 
any kind or description, the other concerned with the develop- 
ment and application of mathematical probabilities to those 
problems where this application is possible. 

Professor Westergaard has surveyed the history of the develop- 
ment of the subject in the past two or three hundred years, 
ending at the beginning of this century. The last thirty years 
have, of course, been very eventful in the development of 
methods, and could rightly be considered separately in another 
volume. This book makes very interesting reading to a statis- 
tician, it gives briefly a broad outline of the development of the 
subject he is interested in, and names at each stage the most 
prominent persons who were responsible for milestones on the 
way of progress. ¥ 


E. C. RHopss. 


Theory of the Credit Standard. By Hans Griticxstapt. P. S. 
King & Son. 1932. Pp. xv+345. 15s. 


This book, translated from Danish, “ outlines the funda- 
mental principles of a monetary system which will meet the 
needs of the new age.’’ It has suffered somewhat in the transla- 
tion, errors being frequent in the early part of the book. For 
example : ‘‘ organisation ’’ appears for disorganisation (p. 28), 
““ self-producer ’”’ for self-sufficient economy (p. 53), ‘‘ cerebral 
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matter ’’ for brain work (p. 53), ‘‘ coin parity ’’ for mint par 
(p. 194), ete. 

The author begins with a survey, along familiar lines, of the 
evolution of money. A discussion of a primitive barter economy 
leads up to his fundamental principle that the Labour Standard 
is the correct objective monetary standard. Now it is one thing 
to suggest that an ideal monetary policy would aim at stabilis- 
ing the effort value of money; but it is quite another thing to 
argue that such a standard is the natural standard. About Mr. 
Glickstadt’s discussion there is a smack of idolatry which 
neither his nor anybody else’s logic can justify. Confusion 
between these two ideas naturaly leads to the author’s interpre- 
tation of nineteenth-century economic fluctuations (pp. 76-88) 
being ingenuous rather than ingenious. 

Chapter II-IV contain the development of his theory of bank- 
ing policy (called ‘‘’Totality Theory ’’), in which the author 
arrives at an equation which ‘“‘ does not endeavour to explain 
the price level, but the value of money only’ (p. 179). How- 
ever, unlike many other writers propounding ideal monetary 
systems, Mr. Gliickstadt does not neglect the complications 
of an international system. Chapter IV is in fact monopolised 
by this part of the subject, and contains much that is reasonable, 
though the reader is somewhat apt to lose himself in such 
passages as this (p. 221): 

“The function of an international standard unit is to mediate 
the inter-exchange of currencies, a relatively numerical func- 
tion, as the establishment in all countries of a fixed ratio between 
the national standard unit and the international standard unit 
is really tantamount to the establishment of a fixed and there- 
fore normal Relative Value. This means that a fixed relative 
level of nominalisation is maintained, and the technical money 
productive presupposition... .” 

In Chapter V there is some discussion of the use of Index 
Numbers. Here the author has lost sight of his Labour Standard 
ideal (see especially p. 248). 

The work introduces many new terms. ‘The author, being 
apparently acquainted with monetary literature, should be aware 
that new terms can be justified only by their making possible 
clear and fruitful analysis. Measured by this criterion, Mr. 
Gliickstadt’s additions to the technical jargon of economic science 
have hardly established themselves. 

R. S. SAYERS. 
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An Agricultural Atlas of England and Wales. Second Edition 
(revised). Prepared by Matcorm Messer on behalf of the 
Agricultural Economics Research Institute, University of 
Oxford, and published by direction of the Ministry of Agri- 
culture and Fisheries by the Ordnance Survey, Southamp- 
ton. “1932-45 TOs net 

The first edition of this Atlas was prepared by J. Pryse Howell 
in 1925 and referred to the year 1918 when the resuscitation 
of arable farming occasioned by war conditions was at its height. 

The new edition is based on statistics collectéd by the Ministry 

of Agriculture and Fisheries and referring to June 1928. The 

changes which have taken place in the intervening ten years are 
readily appreciable. The preparation of the original atlas was 
undertaken with the object of facilitating the study of the 
organisation of the farming industry. Statistics of the acreage 
of crops and the livestock on farms in England and Wales though 
collected every year are published only on a county basis. The 
wide differences in systems of cropping and farming practice 
within the limits of a single county, consequent upon variations 
in climate, soil, and other factors tend to nullify the value of the 
statistics. It is rightly claimed in the Introduction that the atlas 
will help the investigator desirous of examining some particular 
branch of the industry by enabling him to locate at a glance the 
areas of concentration of the farming practice or food product with 
which he is concerned. The atlas consists of a series of outline 
maps of England and Wales printed on transparent paper. One 
map is devoted to each of the principal types of land utilisation, 
to each of the principal crops and to each of the principal types of 
livestock. ‘They are constructed on the dot principle, each dot 
representing a given number of acres, in the case of most of the 
crops 25 acres, or a given’ number of animals, usually 100, 
except in the case of sheep (500). Ima pocket at the end of the 
atlas are given maps showing the average rainfall, the relief, and 
the geology of England and Wales on the same scale as the crop 
maps. It is thus possible to slip these coloured maps under those 
printed on the transparent paper and to see the correlation 
between the chief of the physical factors and the type of farm- 
ing which results. The value of such accurate distribution maps 
is now widely appreciated and since the publication of the first 
edition of this atlas independent workers have produced com- 
parable atlases of Scotland (by H. J. Wood, published by George 
Gill & Sons, 1931, relating to the year 1927), and of Ireland 
(by the present reviewer, published by George Gill & Sons, 
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1931, relating to the year 1928). Thus a series for the whole of 
the British Isles relating to the years 1927-8 is now available. 
The new edition now includes also details for the Channel 
Islands and three new maps have been added. One shows the 
distribution of labour; that is of persons above the age of 21 
years actually employed on farms. This map is particularly 
instructive because it illustrates the extreme concentration of 
farm labour found on the fruit and market garden areas of 
Kent, Surrey, Sussex, Worcestershire, Bedfordshire and Hert- 
fordshire and the Holland division of Lincolnshire, contrasted 
with the small labour supply which is necessary in the regions 
of upland grazings for sheep and cattle. In another new map, 
that showing the distribution of poultry, the dot system almost 
breaks down and one is impressed by the almost incredibly 
spasmodic development of the poultry farming industry. The 
third new map is that showing the distribution of land under 
sugar beet and its relationship to the beet factories. It illus- 
trates naturally the concentration on the beet acreage within 
easy access of the factories, but one wonders what reasons could 
be adduced for the scattered patches of beet cultivation along 
the south coast from Cornwall to Kent, huge distances from 
any existing beet sugar factory. 

There are two main points of criticism of the atlas. In the 
first place it is clear that the maps have been made up from a 
number of separate sheets pasted together and the lines of 
division between the sheets are too often apparent. In the 
second place, although the maps have been constructed from 
parish statistics it is not always clear that sufficient attention 
has been paid to the variation of conditions within the larger 
parishes. One rather suspects that some of the sharper lines of 
demarcation of agricultural areas, for example, the Cotswold 
scarp, should have stood out rather more clearly than they 
actually do. Is it too much to suggest that the compilers of 
this atlas might render great service by an attempt to construct 
a map showing a division of England and Wales into broad 
agricultural regions according to prevailing farming practice? 

L. DupLEy STAMP. 
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of Wales Press. 128. 6d. 439 pp. 
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E. F. M. Dursin: Purchasing Power and Trade Depression. Jonathan 
Cape. 6s. 198 pp. 

PAUL EINnzIG : The Comedy of the Pound. Kegan Paul. 7s. 6d. 204 pp. 

C. S. EMpen: The People and the Constitution. Oxford University 
Press. 158. 336 pp. 

AMINTORE FAnFANI: Le Origini dello Spirito Capitalistico in Italia. 
Societa Editrice ‘‘ Vita e Pensicro.” Milan. 177 pp. 

RAGNAR FRIscH: Pitfalls in the Statistical Construction of Demand 
and Supply Curves. Hans Buske. Leipzig. M.3.60. 39 pp. 

A. GOLDENWEISER: History, Psychology and Culture. Kegan Paul. 
18s. 475 pp. 

ADALBERT HALASI: Die Goldwahrung. Carl Heymanns Verlag. Berlin. 
R.M.4.20. 145 pp. 

G. MontaGu Harris: Local Government in Many Lands. P. S. King. 
I5S. 409 PP. 

R. G. Hawtrey: The Gold Standard. Third Edition. Longmans. 
5s. 248-pp- 

F. A. vON HAYEK: Monetary Theory and the Trade Cycle. Jonathan 
Cape. 6s. 239 pp. 

FRED HENDERSON: Foundations for the World’s New Age of Plenty. 
Gollancz. 3s. 6d. 104 pp. 

H.M. STATIONERY OFFICE: Report of the Industrial Assurance Com- 
missioner. 3S. 185 pp. 

H.M. STATIONERY OFFICE: Report from the Joint Committee on Gas 
Undertakings (Basic Prices). 4s. 114 pp. 

VaLp Hvipt: Bankers’ Credits. Levin & Munksgaard, Copenhagen, 
and Williams & Norgate. 12s. 6d. 1096 pp. 

JosEepH JOHNSTON: The Nemesis of Economic Nationalism. Talbot 
ESESSI9 IS. © 32°pp- 

G. T. Jones: Increasing Return. Cambridge University Press. 18s. 
300 Pp. : : 

D. G. Karve: Federations. Oxford University Press. 4s. 6d. 318 pp. 

J. Kaspers : Man in the Modern Age. Routledge. 10s. 6d. 243 pp. 

A. B. KeitH: The Constitutional Law of the British Dominions. 
Macmillan. 18s. 522 pp. 

J. M. Keynes: Essays in Biography. Macmillan. 7s. 6d. 314 pp. 

J. M. Keynes: The Means to Prosperity. Macmillan. 1s. 37 pp. 

HERBERT Kraus: The Crisis of German Democracy. Princeton 
University Press. $2.50. 223 pp. 

Les Doctrines Monétaires a4 L’Epreuve des Faits. Conférences 
organisées par la societé des anciens €léves de 1’€cole libre des 
sciences politiques. Félix Alcan. 232 pp. 

Wen Kwer Liao: The Individual and the Community. Kegan Paul. 
I§S. 314 Pp. 3 : 

A. M. MclIsaac: The Order of Railroad Telegraphers. Princeton 
University Press and Oxford University Press. 15s. 6d. 284 pp. 

JEROME MICHAEL and MortimMER J. ADLER: Crime, Law and Social 
Science. Kegan Paul, Trench, Trubner. 15s. 440 pp. : 

Kurt MicuarsK1: Das Prinzip der Preisdifferenzierung. Universi- 
taitsverlag von Robert Noske in Leipzig. 83 pp. 

Lennox A. Mus: Ceylon under British Rule, 1795-1932. Oxford 
University Press. 15s. 311 pp. 
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Griorcro Mortara : Problemi Economici dell’ Ora Presente. S. A. Coop. 
Poligrafica degli Operai. Milan. 78 pp. 

Ramsay Murr: How Britain is Governed. Revised Edition. Constable. 
aSeod. 6327 >5pp- 

F. W. PrETHICcK-LAWRENCE: The Money Muddle and the Way Out. 
Allen & Unwiti. 2s. 6d. 79 pp. 

J. C. Princte: The Nation’s Appeal to the Housewife. Longmans. 
as. 6d. 169 pp. 

V. Suiva Ram and B. M. SHARMA: India and the League of Nations. 
Upper India Publishing House. Lucknow. 238 pp. 

GEORGE B. RoorsBacH : Problems in Foreign — McGraw-Hill Book 
Co. New York. $5.00. 512 pp: 

Fritz Roric: Mittelalterliche Weltwirtschaft. Fischer. Jena. 48 pp. 

Kate ROSENBERG and R. T. Hopkins: The Romance of the Bank of 
England. Butterworth. 15s. 288 pp. 

E. Roy and THEODORA CALVERT: The Lawbreaker. . Routledge. 
7s. 6d. 204 pp. 

C. O. RucciEs: Problems in Public Utility Economics and Manage- 
ment. McGraw-Hill Book Co. New York. 36s. 736 pp. 

E. Joun Russet: The Farm and the Nation. Allen & Unwin. 7s. 6d. 
240 pp. 

M. RutHNnaswamy: The Making of the State. Williams and Norgate. 
Zsa SOZepp: 

Howarp Scott: Introduction to Technocracy. John Lane, The Bodley 
Head. 28. 61 pp. 

H. A. SILVERMAN: The Substance of Economics, Pitman. Eighth 
Edition. 6s. 352 pp. : 

FELIX SomARY: End the Crisis. Routledge. 2s. 111 pp. 

H. R. Soni: Indian Industry and its Problems. Longmans. ais. 
439 PP- 

Soviet Economics, edited by GERHARD DosBERT. The Bodley Head. 
8s. 6d. 343 pp. 

OswaLp STOLL: National Productive Credit. Allen & Unwin. tos. 6d. 
148 pp. 

JosEpH SyKES: British Public Expenditure, 1921-1931. P. S. King. 
T5Sa 307" pp. 

THOMAS HARRISON SKELTON FOUNDATION: Men’s Misdemeanants 
Division of the Municipal Court of Philadelphia. Report by the 
Bureau of Municipal Research, Philadelphia. 181 pp. 

THOMAS HARRISON SKELTON FOUNDATION : Unmarried Mothers in the 
Municipal Court of Philadelphia. Philadelphia. 177 pp. 

G. TocHon: Les Chutes d’Eau. Librairie Félix Alcan. Paris. 12 fr. 
123 Pp- 

Harry F. Warp: In Place of Profit. Scribners. 12s. 6d. 460 pp. 

C. F. WARREN and F. A. PEARSON: Prices. Chapman & Hall. a5s. 
386 pp. 

C. K. WessteR and SypDNEY HERBERT: The League of Nations in 
Theory and Practice. George Allen & Unwin. 10s. 320 pp. 

ROGER HEWES WELLS: German Cities. Princeton University Press 
and Oxford University Press. 18s. 283 pp. 

BARRETT WHALE: International Trade. Thornton Butterworth, 2s. 6d. 
254 PP- 
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K. I. Wiccs : Unemployment in Germany since the War. P. S. King. 
tos. 6d. 213 pp. 

Maitcotm M. WILLEY and Stuart A. Rice: Communication Agencies 
and Social Life. McGraw-Hill Book Co. New York. 229 pp. 


PUBLICATIONS OF THE LEAGUE OF NATIONS. 


Holiday Courses in Europe, 1933. George Allen & Unwin. 1s. 60 pp. 

Conciliation and Arbitration in Industrial Disputes. International 
Labour Office. George Allen & Unwin. 16s, 696 pp. 

A Contribution to the Study of International Comparisons of Cost 
of Living. International Labour Office. Geneva, 1932. P. S. 
King. 7s. 6d. 246 pp. 


Periodicals Received 


L’Actualité Economique. Montreal. January, February, March, 1933. 

Archivio di Studi Corporativi. Pisa. Vol. III. 

The Ceylon Economic Journal. Colombo. December, 1932. 

Commercio. Rome. December, 1932, January, February, March, 1933. 

Economia. Rome. October, December, 1932, February, 1933. 

Giornale degli Economisti e Rivista di Statistica. Milan. December, 
1932, January, March, 1933. 

Industriforbundets Meddelanden. Stockholm. No. 1 and 2, 1933. 

Journal of the Ministry of Agriculture. March, April, 1933. 

Kyoto University Economic Review. Kyoto. December, 1932. 

Labour Gazette. Bombay. December, 1932, January, February, 1933. 

National Bank of Jugoslavia. Quarterly Bulletin. Belgrade. No. 4, 
1932. 

Nuovi Studi. Rome. December, 1932. 

The People’s Tribune. Shanghai. January, February, March, 1933. 

Revista de Ciencias Economicas. Buenos Aires. November, 1932. 

La Revue du Droit. Quebec. February, March, 1933. 

Revue des Sciences Economiques et Financiéres. Athens. January, 
1933- 

La Riforma Sociale. Turin. January, March, 1933. 

Rivista del Diritto Commerciale. Milan. December, 1932. January, 
1933. ; f 

Rivista Italiana di Statistica, Economia e Finanza. Bologna. 
December, 1932. 

Rivista Internazionale di Scienze Sociali e Discipline Ausiliarie. 
Milan. January, March, 1933. 

The Social Service Review. Chicago. March, 1933. 

The South African Journal of Economics, Johannesburg. March, 1933. 

Wahrung und Wirtschaft. Berlin. January, 1933. 


School Notes 


Dr. Vera Anstey, D.Sc.(Econ.), has been appointed to a Sir Ernest 
Cassel Lectureship in Commerce as from October Ist, 1933. 


The following promotions to the rank of Assistant Lecturer have 
been made as from October ist, 1933: Mr. H. E. Batson, B.Sc. (Econ.) 
in Economics; Mr. D. Llewelyn Davies, M.A., LU.B., in English 
Law; Mr. D. Seaborne Davies, M.A., LL.B:., in English Law; 
Mr. W. G. East, M.A., in Historical Geography. 


Mr. W. Pickles, M.A., has been “‘ recognised’? as a Teacher of 
French in the University of London. 


The degree of D.Sc.(Econ.) has been conferred on Hirendra Lal Dey 
for a thesis entitled: Indian Tariffs in relation to Industry anda 
Taxation. 


The Hutchinson Silver Medal awarded annually to a student of 
the School for excellence of work done in research has been awarded 
for 1931-2 to Solomon Adler. 


Attention is drawn to a new publication, The Review of Economic 
Studies, which is to appear three times a year and to be edited and 
published by a group of post-graduate students in economics and 
politics, in various universities, several of whom are at present at 
the School. The object of the journal is to stimulate and co-ordinate 
research work in economic and political theory carried on in various 
universities and institutions. Contributions are not restricted to 
research students, but are invited from any persons interested. 

The price of the Review will be 7s. per annum, or 2s. 6d. per issue, 
post free. Further information may be obtained from the Secretary 
of the Review, Mr. A. Emmanuel, at the School. 
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PUBLISHED BY PITMAN 


THE GENERAL TARIFF 
OF THE UNITED 
KINGDOM (LAW AND 
REGULATIONS) 
Compiled by A. S. Harvey, 
of H.M. Customs and Excise 
Department. An invaluable 
and practical guide to the 
working of the new Tariffs. 
192 pp. 5s. net 


OUTLINES OF THE 
ECONOMIC HISTORY 
OF ENGLAND 

By H. O. Merepiru, M.A., 
M.Com., Professor of Econo- 
mics, Queens University, 
Belfast. Sometime Russell 
Research Student and Lec- 
turer in the London School 
of Economics. Second 


edition, 430 pp. 
7s. 6d. net. 


INDUSTRIAL 
COMBINATION 
IN ENGLAND 
By Patrick FiTzGERALD, 
DSc. (Econ.). Second 
edition, 248 pp. 

10s. 6d. net. 


BUSINESS 
RATIONALIZATION 
By CHaritrs S. Myers, 
CEE, MCA., SaD., F.R.S: 
84 pp. 3s. 6d. net. 


THE THEORY OF THE 
FOREIGN EXCHANGES 
By the Right Hon. Viscount 
GoscHEN. New edition. 176 
pp. 6s. net. 


THE LOCAL 

GOVERNMENT OFTHE 

UNITED KINGDOM 

AND THE IRISH 

FREE STATE 

By Joun J. Crarxe, M.A., 

F.S.S., Barrister - at - Law. 

Seventh edition. 834 pp. 
12s. 6d. net. 


OUTLINES OF THE 
LAW OF HOUSING 
AND PLANNING 

By the Same Author. 342 
pages. 4s. 6d. net. 


STATISTICS IN 
THEORY AND 
PRACTICE 

By L. R. Connor, M.Sc., 
Econ., Farr Medallist in Sta- 
tistics. 386 pp. 12s. 6d, net. 


ECONOMIC 
GEOGRAPHY 
By Joun McFarrang, M.A., 
M.Com., Reader in Geography 
in the University of Aberdeen. 
Third age revised and 
enlarged. 656 pp. 

Pros. 6d. net. 


ECONOMICS: THE 
STUDY OF WEALTH 

By A. L. Gorpon Mackay, 
M.Litt., M.A., M.Econ. 240 
Ppp. 5s. net. 


THE SUBSTANCE 
OF ECONOMICS 


By H. A. Strverman, Author of Economics of the Indus- 
trial System, etc. New Eighth edition. This standard 
work has been completely revised and enlarged in the 
light of changing economic conditions and new contribu- 
tions to economic thought. It is divided into five parts, 
dealing respectively with Production and Consumption 
of Wealth, Value, Distribution of the Social Product, The 
Mechanism of Exchange, and Public Finance and Policy. 
“It has made a leading place for itself in the literature of 
economics,” says The Librarian. 370 pages. 6s. net. 


AN INTRODUCTION TO 
INTERNATIONAL TRADE 
AND TARIFFS 


By R. A. Hopcson, B.Com.(Lond.), Assistant Lecturer in 
Economics, University College, Southampton. This im- 
portant work deals with these important branches of 
trade questions side by side, and clearly outlines their 
relationship to each other. It analyses the problems that 
arise in tariff operation, and, with examples drawn from 
recent British experiences, provides a full survey of the 
main economic principles involved. 206 pages. 6s. net. 


THE EVOLUTION OF 
INDUSTRIAL 
ORGANIZATION 


By B. F. Surevps, M.A., Professor of Commerce and Dean 
of the Faculty of Commerce, University College, Dublin. 
“‘ An interesting and instructive study of the develop- 
ment of modern industry, and of the tendency to large 
scale organisation and scientific management... . It 
can be readily recommended to students of industrial 
organisation, ’’says The Clare Market Review. ‘The en- 
larged second edition contains, among other important 
subjects, an examination of Rationalisation, an analysis 
of the Consumers’ Co-operative movement, an exposition 
of instalment selling, and a note on the Priestman wage 
system,etc. 430 pages. 10s. 6d. net. 


PITMAN’S 
ECONOMICS SERIES 


Edited by J. H. Jones, M.A., Professor of Economics in 
the University of Leeds, author of ‘‘ Economics of Private 
Enterprise,” etc. A library of twelve volumes (obtainable 
separately), each forming an introduction to animportant 
branch of economics. The following are among the sub- 
jects included in the series: Value and Distribution, 
Production, Socialism, Wages, Banking, International 
Trade, etc. An interesting booklet giving full details will 
be sent post free on application. 


Order from a bookseller or 


SIR ISAAC PITMAN & SONS LTD., PARKER ST., KINGSWAY, W.C.2 


MOSCOW 
DIALOGUES 


Discussions on Red Philosophy. By JULIUS 
F. HECKER, Ph.D. With an introduction by 
John Macmurray, M.C.,M.A., Grote Professor 
of Mind and Logic, University of London. 
Just published, 8s. 6d. net. “ Notwithstand- 
ing the flood of books about Soviet Russia, 
Dr. Hecker’s ‘Moscow Dialogues’ isawelcome 
addition of unique interest.”’ 


—SIDNEY & BEATRICE WEBB 


Please send for detailed prospectus 


CHAPMAN & HALL, LTD., 11 HENRIETTA ST., W.C.2 


THE MOST IMPORTANT AND MOST 
COMPREHENSIVE WORK YET ISSUED 
ON COMMERCE 


COMMERCE 


ITS THEORY AND PRACTICE 
by - 
S. EVELYN THOMAS, B.Com.(Lond.) 
Nearly 900 large Demy 8vo pages 


Price 10/6 net 


Post Free 11/3 


A work that should be added to the personal library 
of every Economist and every Teacher and Student 
of Economics. (The “ Commerce ” Syllabuses of ALL 
the Intermediate and Final examinations of profes- 
sional bodies are completely covered by the book— . 
and only by this book.) 


Write for prospectus to :— 
The Gregg Publishing Co., Ltd. 
Gregg House, 51 Russell Sq, London, W.C.1 
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ALL THE LATEST 


BOOKS on 
ECONOMICS, POLITICS 


and QUESTIONS OF THE DAY 


can be seen at, and purchased from 


THE STUDENTS’ BOOKSHOP 


ROOM 3 
LONDON SCHOOL OF ECONOMICS 


A Prompt Way Send to 


to Satisfaction 


for busy Employers [> O Y L [FE S 


DUPLICATING FOR 


TYPEWRITING B O O KS f 


TRANSLATIONS 


Hee Authors MSS: and We have over two million volumes 


in stock, including almost all the 
Plays promptly executed. best new and secondhand books 
ALL work guaranteed proof on Economics and every other 


read ‘and checked. subject. Our catalogues are free 


on mentioning your interests and 
we attend to post orders quickly 


Secretaries and all Office Staff, 


Temporary or Permanent. and efficiently. 
| PROMPT SERVICE 119-125 CHARING CROSS ROAD 
BUREAU LIMITED LONDON, W.C.2 
6 Conduit Street, W.1 Telephone: Gerrard 6660 (Seven lines) 
(Mayfair 3163-4) 


JOURNAL OF THE 
ROYAL STATISTICAL SOCIETY 
First issued in 1838 


The annual volume consists at present of four parts, each of 
which contains two papers read at Meetings of the Society, with 
full reports of the discussions thereon ; also Miscellaneous 
statistical articles, Reviews of statistical and economic books, 
and Notes on matters of current interest to statisticians. 


PRICE 7 6 Annual Subscription 31 
Each Part (Post free to any par: of the world) oa 


Principal Contents of Recent and Forthcoming issues 


STATISTICS IN INDIA. The Inaugural Address of the President, 
THE Ricut Hon. Lorp MeEston of Agra and Dunottar, K.C.S.L., 
Li): 


A SURVEY OF THE USES OF STATISTICAL METHOD IN 
THE CONTROL AND STANDARDIZATION OF THE QUALITY 
OF MANUFACTURED PRODUCTS. By E. S. Pearson, D.Sc. 
(With Discussion.) 


MIGRATION FROM AND TO THE UNITED KINGDOM. 
By H. Leak snp T. Pripay. (With Discussion.) 


*BRITISH RAILWAYS SINCE THE WAR. By K. G. FENELon, 
M.A., Ph.D. (With Discussion.) 


ESTIMATE OF THE JEWISH POPULATION OF LONDON IN 1929. By 
H. L. TRACHTENBERG, B.A. 


A QuanTiTy INDEX-NUMBER. By E. C. RHODES, D.Sc. 


WHOLESALE PRICES IN 1932. By the Editor of THE STATIST. 


* Also reprinted for separate sale. Price ts. 6d. 


Obtainable through any Bookseller or direct from 


The ROY AL STATISTICAL SOCIETY 


g9 ADELPHI TERRACE, LONDON, W.C.2 


A Note on the Theory of Money 


By D. H. RoBertson 
(Reader in Economics in the University of Cambridge) 


§1 

In the course of his discussion of the ‘‘ Cambridge’ method of 
approach to the theory of the value of money (Tveatise on Money, 
I, 229-39), Mr. Keynes makes two propositions which may be 
paraphrased as follows: (1) It is not useful to bring the volume of 
real income or output F and its price-level P into relation with 
the total stock of money M by means of a factor K, denoting the 
proportion of R over which people wish to keep command in 
monetary form. It is only useful so to bring them into relation 
with that part of the money stock which is held for the purpose of 
facilitating the disbursement of income ; for the remainder of the 
money stock is held for business and investment purposes not 
directly connected with the level of output, and is used to purchase 
things whose price-level may behave very differently from that of 
output. (2) The price-level proper to equations of the ‘‘ Cam- 
bridge” type is a price-level in which the various items are 
weighted according to their relative importance in respect of the 
money balances which they cause to be held, and not (as in equa- 
tions of the Fisher type, using the concept of velocity of circulation) 
according to their relative importance in respect of the transactions 
per unit of time to which they give rise. 

I venture to suggest that neither of these propositions is well 


founded. 


§2 

(x) It is of course true (as is recognised in Marshall’s own illus- 
tration of the ‘“‘ Cambridge” theory) that many people will have 
other quantities than their income in mind (for instance, their 
capital or their business turnover) in deciding upon their monetary 
requirements. But from the fact that their money stock is not 
exclusively determined as a proportion of their income, it does not 
follow that it cannot usefully be expressed as such a proportion ; 
still less that the real value of the whole community’s total money 
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; ig el 
stock cannot usefully be expressed (as in the equation FiGa KR) 


in terms of the constituents of real income or output. For the 
whole of M is potentially expendable against output, and if in any 
period of time more or less of it were to be so expended than was 
previously the case, P would alter. It is of the utmost importance 
that under certain conditions money which has been imprisoned 
in what Mr. Keynes calls the “ savings deposits ’’ and “ business 
deposits” may seep out, raise the aggregate of incomes and 
“income deposits,” and drive up P. Such a change is represented 
in the ‘‘ Cambridge’ approach by a diminution of K: it would 
not be represented by any change in a symbol which stood for the 
proportion borne to R by the real value of “ income deposits ”’ 
alone. Mr. Keynes’ charge that “ the equation entirely obscures 
disturbances . . . arising out of a change in the proportion in 
which deposits are held for the different purposes distinguished 
above as Savings, Business or Income ”’ seems to me exactly the 
reverse of the truth. 

To give an example: If business becomes more closely inte- 
grated! than before, a certain amount of money which has been 
held for the purpose of making payments between firms will 
become redundant, and will (under normal conditions of trade) 
presumably be spent or invested in ways which will increase the 
aggregate of incomes and raise the price-level of output. There 
has been no change in the general velocity of circulation of money, 
or, in other words, in the proportion of annual transactions which 
people wish to have enough money on hand to conduct; for the 
volume of transactions has diminished pari passu with the volume 
of business deposits. But there has been an increase in the velocity 
of circulation of money against output, in other words a decline in 
the proportion of annual output which people wish to have enough 
money on hand to purchase. The initiating change has been a 
change in business practice, not in habits regarding the disburse- 
ment of income; but that does not mean that there is no con- 
nection between it and the behaviour of the price-level of output. 
The “ Cambridge equation ” seems to me well designed to bring 
out this connection,—and to suggest that a change of this kind 


calls prima facie for compensatory action on the part of the 
monetary authority. 


1 In view of the attention attracted by Dr. Hayek’s analysis, which tends 
to a confusion of the two things, it may be as well to state that there is no 
necessary connection between a change in the degree to which business is 
integrated, and a change in the degree to which it uses “ capitalistic ” 
or “‘ roundabout ”? methods of production. 
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§3 


(2) Mr. Keynes’ second proposition is concerned not with the 
type of transaction-flow which can properly be brought into relation 
with the stock of money, but with the tye of index number which 
can properly be brought into relation with the stock of money and 
the flow of money respectively. We can therefore legitimately 
examine it by means of a simplified case in which the flow of 
transactions is identical with the flow of real income or output. 

Let the annual output be 200 units of wheat and 200 units of 
cloth. A unit of each commodity is the amount which is sold for 
£1 in the base period. Let people desire to keep enough money on 
hand to purchase a year’s output of wheat and six months’ output 
of cloth. Then the money stock is £300, of which £200 is “ held 
against’? wheat and {100 is “held against’ cloth. The Fisher 
equation (MV = RP) is 300.$ = 400.1, and its Marshall counter- 
part (MV = KRP) is 300 = ?.400.1. The community’s “ real 
balances’ KR are the equivalent of nine months’ output. 

Now, for some extraneous reason, let the price of wheat double, 
the monetary authority obligingly providing the community? with 
so much extra money as is needed to enable it to increase the 
money “held against ” wheat in proportion, i.e. raising the money 
stock from £300 to £500. The price of cloth remains unaltered. If 
we weight our index number in the ordinary way, namely accord- 
ing to the relative magnitude of transactions in the two commo- 
dities in the base period, we shall weight them both equally, and 
the new price-level is 3. The Fisher equation becomes 500.3 = 
400.2, and its Marshall counterpart becomes 500 = %.400. 3. 

What has happened? The average velocity of circulation of 
money has by common consent been reduced, because the new 
money is being devoted to a use in which money is relatively 
sluggish. But it is simply stating the same fact in other words to 
say that the proportion of annual output which people wish to 
have enough money on hand to purchase is correspondingly 
increased, or that the community’s “ real balances” (KR) have 
become the equivalent of ten months’ output instead of nine. Our 
index number is perfectly designed to reveal this state of affairs. 

According to Mr. Keynes we ought, for the purposes of the 
Marshall equation, to weight wheat twice as heavily as cloth in our 
index number, because in the base period it occasioned twice as 

2'This seems to be the procedure visualised by Mr. Keynes. ‘A rise or 
fall in the price of certain articles causes a greater fluctuation in the 


amount of the cash-balances of the community than a similar movement in 
the price of other articles which give rise to an equal volume of cash- 


transactions ”’ (op. cit., pp. 77-8). 
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big a holding of money balances. If we do this, the price-level will 
become & instead of 3, the Marshall equation will be 500=}. 400.3, 
and the community’s real balances will be unchanged, though its 
money balances would now buy ten months’ output instead of 
nine. Here, surely, is a great and unhelpful paradox! I cannot 
resist the conclusion that Mr. Keynes’ “ cash balances standard ” 
is an unnecessary and confusing complication. 


$4 

Before, however, finally dismissing it as such, we must have 
regard to one use which Mr. Keynes makes of the distinction which 
he draws between it and the “cash transactions standard,” 
weighted in the ordinary way. There is, as he points out (of. cit., 
pp. 237-9) an interval between the date at which a given price is 
quoted in the market and the date at which the transaction based 
on this quotation is actually performed. Since people’s monetary 
requirements depend on the transactions to be performed in the 
quite near future, there is also an interval, but not such a long one, 
between the date at which a price is quoted and the date at which 
it affects monetary requirements. For instance, price-quotations 
made in March may affect monetary requirements in June and 
monetary transactions in September; while in the last-named 
month monetary requirements are being influenced by price- 
quotations made in June, which will influence monetary transac- 
tions in December. Hence, if prices are continually rising, the 
price-level which is relevant to the monetary requirements of 
September (viz., the price-level quoted in June) will be higher 
than the price-level relevant to the monetary transactions of 
September (viz., the price-level quoted in March). This is perfectly 
true: but it does not mean that we need to use an index number 
weighted on any other than the ordinary plan. It only means that 
if the P of our equations is derived from price quotations, we must 
be careful to bring it into relation with other quantities which are 
relevant to it, and not with other quantities which are not. As 
regards the Fisher equation, the best way seems to me to be to 
introduce the concept of “ latent money,””—money which does not 
exist but is affecting the quoted price-level as if it did exist,—the 
equation referring to a period six months (in the case supposed) 
later than the date of the price quotation. As regards the Marshall 
equation, it seems simpler to bring P into relation with the 
contemporary stock of money only, the proportion of annual 
output (or other flow) over which people wish to keep present 
command in the form of money being reduced by the fact that they 
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have a confident expectation of being able to get hold of more 
money by the time they require it. It is of great importance that 
the result of the intrusion of latent money (as of the increase of 
any other substitute for real money, such as barter or book-credit) 
is to destroy the identity which normally exists between a Marshall 
fraction of the K type and the inverse of the analogous velocity of 
circulation, causing the former to sink below the latter. But there 
is no need for, or help in, a specially constructed index number to 
show that this is so. 

A numerical example may help to make the matter plain.* For 
simplicity the volume of transactions is taken as constant at 100 
(in fact, of course, in sucha period, it is likely to increase somewhat). 


meet, My walt veda «= Mantal 
paatcn ~~... 1 IO 100 I,000 10 zo 
June Sai. ED 100 I,000 0) ais 
September... 20 150 I,000 2,0. #5 
December... 25 200 1,500 42 ys 
March oe 30 250 2,000 8 q's 


Equations relevant to June price-level and money stock 
(December transactions). M’=latent money. 


(M+ M’)V =TP. 
(100 + 100) 42 = 100.15. 
Moe Kor 2, 
100 = 75.100.15. 
3It is assumed (following Mr. Keynes) that the monetary authority is 


completely complaisant in conforming to and implementing the price-decisions 
made in the market. 
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Colonial Administration 
By Lorp LuGARD 


THE course of lectures on colonial administration which the 
London School of Economics has organised is a step towards 
the fulfilment of a long-felt want, and goes far to remove the 
reproach that, though a great colonial power, we have no regular 
institution for instruction in colonial administration compar- 
able to the Ecole d’Etudes Coloniales in Paris, and the corre- 
sponding institutions in Antwerp and in Holland. Though the 
British Parliament has no direct concern with the problems of 
the true colonies, which have now grown into completely inde- 
pendent self-governing nations, it still retains its Imperial 
functions over the half-hundred dependencies in what Professor 
Knowles—a name held in well-deserved honour here—called 
“the Dependent Empire,’’ and for their administration it needs 
properly trained men. 

The extraordinary diversity of these dependencies, not only 
in race and language, tradition and custom, but also in their 
varying degrees of political evolution, demands a more systematic 
study than has hitherto been given to them. I do not minimise 
the important work done by such scientific institutions as the 
Royal Anthropological Society, the Society of Arts, and the 
Royal Asiatic Society; or by study groups at the Institute of 
International Affairs, the Royal Empire Society, the Inter- 
national African Institute and others, but they do not provide 
courses of instruction in colonial adfninistration. Cambridge 
University has special courses in anthropology, African law, 
culture contacts and kindred subjects, and there are twelve- 
month Tropical Service Courses for probationers at both Oxford 
and Cambridge, but no regular school of instruction in colonial 
administration exists in London. The Institut International 
Colonial with its headquarters in Brussels is engaged in the study 
of colonial problems, and publishes volumes of the legislation of 
the colonies. These and the theses dealt with at its periodical 
meetings, and, I may add, the Journal of the International African 


1 An Address delivered at the London School of Economics and Political 
Science on January roth, 1933. 
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Institute, might well find a place in the lists of publications 
recommended for study in connection with your lectures. 

Years ago I expressed the view that the relations between the 
White and the Coloured races was the great outstanding problem 
of the twentieth century. Perhaps it takes second place at the 
moment to the effort to preserve our own civilisation from 
perishing in another war, but the steadily increasing inter- 
national recognition of its importance is very significant. Dur- 
ing the past year I have taken part at Geneva in the sessions 
of the League Committee on Slavery, in a meeting of the 
Standing Native Labour Committee, and in the sessions of the 
Permanent Mandates Commission—all concerned primarily 
with the Native question, and colonial administration, Each 
of these committees is composed of from seven to eleven mem- 
bers of different nationalities, all of them men of some eminence 
whose valuable time is given voluntarily, and I am struck afresh 
each time I attend with the significance of the phenomenon. 

Sessions are held in private for convenience of discussion, 
but if you could have looked in on any one of them, Mandates 
or Slavery or Native Labour, you would have found representa- 
tives of the races which control the greater part of Asia and 
Africa and the Isles of the distant Oceans, some of them having 
held posts of the highest responsibility in the colonies of their 
country—others who have guided its policy at home—all 
absorbed in the discussion of the amelioration of conditions 
for the subject races, for whose control and welfare their respec- 
tive nations had accepted responsibility. The gentleman who 
described these sessions (which, believe me, entail heavy and 
prolonged work) as meetings where “‘ the poets and philosophers 
of Geneva ’’ elaborate impracticable theories on matters they 
know nothing about, would, I think, find cause to modify his 
views. Such committees—two of them permanent, the third 
about to become so—could hardly have existed in pre-war days, 
and they prove the international realisation of the great impor- 
tance of the problems with which colonial administration has to 
deal. 

I turn to the prospectus of the course you propose, and each 
of the subjects of the series of lectures seems more interesting 
than the last. If only I lived in London and had the time I 
would long to attend the lectures as a student—if your age- 
limit would admit a student of well over seventy. I see in the 
list of books recommended for reading in different courses that 
you have greatly honoured me by including my own book, 
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The Dual Mandate in Africa—and here, in part, is the reason 
of my lack of leisure. So rapidly do changes come in Africa 
that very soon after I had published that book it seemed to me 
to be already out of date, and I began to re-write it. I have 
gone on doing so ever since, for by the time I got to the end I 
found the earlier part was again out of date. But I hope that 
I shall finish it in what leisure I can find in the next few 
months, and my publisher will, I believe, produce it at little 
more than a quarter the outrageous price of the present book. 

I am ashamed to have occupied time by this rather personal 
digression, but having done so I will add a confession. Several 
years ago a French official of distinction asked my permission 
to translate the book into French. When discussing the Annual 
Report of a Mandated Territory with the French representative, 
a member of the Mandates Commission commented on what he 
considered an unduly long list of subsidies to colonial papers 
and publications, and I was about to support his view when, in 
glancing at the list, I found it included a subsidy for the French 
translation of the Dual Mandate! I regret to admit that I kept 
silent ! 

This digression is not, however, wholly irrelevant if it serves to 
illustrate the fundamental principle that colonial administration 
is not static, but subject to continual change and evolution. 
Administration is concerned with human beings and must adapt 
itself to their changing outlook. The more human it is—the 
less bound by regulations and red tape, by precedents and office 
routine—the more successful it will be. But ‘‘ there must be the 
capacity and determination to make what changes are 
demanded. And if political revolutions are to be averted, there 
must be a recognition of the general trend to which particular 
institutions have to be adapted.’? In other words, there must 
be a true appreciation of present-day requirements combined 
with foresight in regard to the ultimate result of the tendencies 
and policy adopted. 

It is comparatively easy to deal with the primitive savage, 
at one extreme of African society, or with the educated native 
gentleman who meets the white official on equal cultural terms 
at the other. It is the adolescent, the half-educated stage of 
development, which presents the most difficult test. It has the 
faults of adolescence—self-assertive, imitative, acutely self- 
conscious and sensitive. Is it sufficiently realised that with the 
diffusion of elementary and primary education, the influence of 
this adolescent class and of the native Press, generally owned 


1933 | COLONIAL ADMINISTRATION ast 


and controlled by their seniors, is of growing importance in the 
body politic? Do we afford adequate scope for their reasonable 
aspirations, and facilities for them to reach a more mature 
development? Are the opportunities offered in our home uni- 
versities and technical colleges as attractive as those in foreign 
countries, or are there compensating opportunities in their own 
countries? Have we formed any definite conception as to the 
place in the community which this growing class should fill? 

No doubt all will agree that as many as possible should find 
employment in the civil service of the country, but in most 
colonies few are found at present who are qualified by educa- 
tion, integrity, and a sense of public duty to fill posts of 
responsibility. ‘This is not to depreciate their merits, for they 
have no tradition of public service stretching back through the 
centuries, as Europeans have. As the ranks of the fully- 
educated class fill up, there will no doubt be a wider field for 
selection, but there must inevitably be a large residuum for 
whom no posts are available. It is this residuum, who in India 
have been called “‘ the failed B.A.’s,’”’ who constitute one of the 
major problems there to-day. 

There are some who, realising the gravity of this problem, 
think that the solution lies in enlarging the field of employment 
for the educated youth, by a policy of devolution to native 
authorities of a measure of control over their own communities. 
In the service of such subordinate authorities dignified and 
remunerative employment may be found with less educational 
equipment than would be required in the higher posts of the 
civil service. Of this I will speak presently. 

The course of lectures deals with the two main aspects of 
colonial administration, viz. the external relations of a colony 
and the internal organisation. For the first it is desirable 
that students who are candidates for colonial appointments 
should go out equipped with some knowledge of the systems 
adopted by foreign nations, both in organisation and in the rela- 
tions between the metropolitan authority and the local govern- 
ments, as well as the international obligations applicable to the 
colonies, and the special conditions relating to territories held 
under mandate. The other line of study is concerned with the 
cardinal principles of policy and the methods adopted by the 
local administration in its relations with the native races, and also 
with the points of contrast between the British and other systems. 
In both these separate branches of the subject you will find a 
great difference between the British and the Continental systems 
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—of which, in this course of lectures, France is naturally taken 
as the type. 

In French colonies laws on all important subjects (which form 
the basis of policy) are drafted by the Minister for the Colonies, 
countersigned by the Finance Minister and others, and pre- 
sented for signature and approval to the President of the 
Republic, preceded by a reference to all earlier legislation on 
the subject and by a brief statement of the reason for the law. 
The Presidential Decree, or the law enacted by the Chamber of 
Deputies, is put into effect on its receipt in the colony by means 
of an Arréte by the Governor-General and the Governors 
of Colonies. ‘Thus the initiative in principle lies with the home 
government in all essential matters. Further effect is given to 
this principle by the Colonial Inspectors whose reports, mainly 
financial, on the colonies they visit are made to the Minister in 
Paris. 

The British system is in principle the reverse of this pro- 
cedure. ‘The initiative lies with the local Governor assisted by 
a responsible Executive Council, and in matters of legislation 
by a Legislative Council. Ordinances, except on certain reserved 
subjects, are enacted and become law with the sole reservation 
that His Majesty exercises the power to disallow any law if need 
be. As a corollary there is no legislative council in these foreign 
colonies, though in the Belgian Congo there is a nominated 
council which reports direct to the King, but does not, I think, 
initiate legislation. The French, moreover, adopt a system of 
grouping their West African Colonies under two Governors- 
General for French West Africa and French Equatorial Africa, 
with an annual consultative meeting of Governors. 

The lecturers who will deal with this branch of colonial 
administration will no doubt explain the comparative merits 
of the two systems. I am only concerned at the moment to 
emphasise the fundamental principles of British policy in con- 
trast to other systems—contrasts which, in the final analysis, 
are found to be based on traits of national character. In the 
British system the initiative is left to ‘‘ the man on the spot”? and 
his responsible advisers, subject only to the supervision of the 
Colonial Minister in London, whose function is to maintain some 
continuity of policy and to give effect to the ultimate control of 
Parliament. In the foreign system, on the other hand, the initia- 
tive lies with the metropolitan country, and is exercised in part 


by means of an inspectorate independent of the local govern- 
ment. 
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In the study of foreign systems of colonial administration 
that of the Dutch in the Far East, so well described in the 
exhaustive volumes of M. Angoulvant and Dr. Kat Ange- 
lino, must take a foremost place, for there are those who claim 
that it has of recent years become a model, more especially on 
the economic side and in the application of scientific methods 
and research to tropical agriculture. Holland’s problem has 
been to meet the requirements of the most densely populated 
country in the world. The population of Java is almost numeri- 
cally identical with that of England and Wales, about 37% mil- 
lion, but its area is less by 7,500 square miles, with a density of 
740 to the square mile, as against 650 in England and Wales, yet 
it not only provides its own supplies of food, but exports large 
quantities, and, as I recently learnt on the Native Labour Com- 
mittee at Geneva, the Dutch labour policy is well considered and 
progressive. 

No study of the external relations of territories under Euro- 
pean control would be complete without an examination of the 
great international experiment known as ‘‘ the mandate system,”’ 
to which I see that a special course of lectures is devoted. As I 
have been a member of the Mandates Commission for the last 
ten years—ever since the mandates were issued—I hope that 
the lecturers will not consider that I am exceeding my proper 
sphere and poaching on their preserves if I venture to say a 
few words on the basic principles of the system. 

In what way does a territory under mandate differ from a 
colony? I leave to others the academic question as to where 
sovereignty resides and so on, and confine myself to the two 
practical and crucial points. First, the mandatory is not only 
pledged to carry out the terms of the mandate whether in har- 
mony with its own colonial policy or not, but it has to submit 
an annual report to the Council with a representative to render 
an account of its stewardship. Secondly, the inhabitants and 
any other persons on their behalf have the right to submit peti- 
tions and memorials to the League. A country under mandate 
may indeed be said to be international territory, the administra- 
tion of which is undertaken by a State on behalf of the League 
under definite conditions, for the fulfilment of which it is held 
strictly to account by the treaty. 

How little the principles of the system are understood was 
shown by a question recently asked in Parliament, viz. : 
‘‘ Whether His Majesty’s Government, through their repre- 
sentatives on the Mandates Commission, would see that Samoa 


254 ECONOMICA [ AUGUST 


was administered in the interests of the Samoans?” Inci- 
dentally His Majesty’s Government in the United Kingdom 
has no more to do with the administration of Samoa—for which 
New Zealand is mandatory—than it has with a French or 
Japanese mandate, but the point I wish to emphasise is the mis- 
- apprehension that there are British representatives on the Com- 
mission. There is one British member, viz. myself, but he is in 
no way representative of British national interests and responsi- 
bilities. It is a fundamental principle which I have always done 
my best to uphold that members should regard themselves as 
impartial critics, and endeavour to divest themselves of all 
- national bias. Their sole duty is to see that the country is 
administered in the interests of the people in the terms of the 
mandate without thought whether the mandatory is or is not 
their own nation. The representative who comes to answer ques- 
tions on the Annual Report, and if need be to defend the action 
of the mandatory, is generally either the actual administrator of 
the territory or a high official of the Colonial Office or the High 
Commissioner of a Dominion. 

Nearly all the clauses of the mandates—other than those 
for Palestine and Syria, which include such matters as 
a Jewish National Home, the care of the Holy Places, archzo- 
logical exploration, etc.—are concerned with the moral and 
material welfare of the inhabitants. There are, however, some 
other clauses which are in the interest of the Member-States of 
the League. They were imposed as a condition of acceptance of 
the mandate, and are treaty obligations, since the Covenant of the 
League on which the mandates are based is embodied in the 
Treaty of Versailles. They forbid the creation of naval and 
military bases, and the recruiting of troops for use outside the 
territory. In the Central Aftican mandates, but not in the man- 
dates held by the Dominions, equal commercial opportunity for all 
States-Members of the League is assured, but the mandatory is 
left free as regards ‘‘ essential public works and services.” 

There are opposing views as to the meaning of this phrase, 
some holding that the word ‘“‘ essential’? was intended to con- 
vey a definite restriction, others that, since all public works are 
necessarily essential, the word is superfluous, though the trans- 
actions of the mandatory in the purchase of supplies remain open 
to the scrutiny of the Mandates Commission. However that may 
be, it is important to recognise that the Central African Man- 
dates impose a dual obligation—the safeguarding of the interests 
of the native population on the one hand, and of international 
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trade, rights of residence and grants of concessions, etc., and 
the prohibition of potentially offensive forces on the other. 

Another debated clause is the one which permits the man- 
datory to establish an administrative, fiscal, or customs union 
with a neighbouring colony. This clause is governed by the 
proviso that such union must not be contrary to the other condi- 
tions of the mandate. It must therefore in no way prejudice 
the financial interests of the territory or violate the Economic 
Equality Clause. Nor may the union be of such a political 
nature as to mean practical annexation—which clearly could not 
have been intended. 

One final comment. The Council recently asked our views 
as to the conditions on which a country judged to be able to 
stand alone might be released from mandatory tutelage. Clearly 
the mandatory must be able to demonstrate that the country is 
in fact able to stand alone, that is to say, to maintain law 
and order and administer justice, though not necessarily able 
to defend itself unaided against powerful aggression. The man- 
datory cannot be precluded from negotiating a treaty in its own 
favour and assisting the country by the loan of staff, but equally 
clearly the mutual relations should not be such that for all 
practical purposes they remain unchanged, while the manda- 
tory is freed from the obligation of the mandate. The conclu- 
sions submitted by the Commission and accepted by the Council, 
and the debate which preceded them are worthy of perusal in the 
study of this system. 

Leaving the external relations of a colonial administration, 
I come to the second branch of the subject, the study of admini- 
stration on the spot. This must include a large variety of 
subjects such as the duties and interrelation of the several 
departments; the constitution and functions of the executive 
council and legislative council; finance, public and municipal ; 
the judicial system with the constitution and functions of the 
courts ; and a host of other matters which in the aggregate form 
the machine of government. But, so far, at any rate, as Africa 
is concerned, I imagine that the most attractive of the courses of 
lectures will be those concerned with what is comprehensively 
termed ‘‘ Native Policy.”’ 

I find it described in the syllabus as ‘‘ opinions about and 
experiments with backward races,’’ or, as Miss Mair puts it, 
‘the development of successive theories of the aims and respon- 
sibilities of a colonising power.’’ Such phrases not inaptly, I 
think, describe the various attempts of the colonising powers to 
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impose upon the coloured races their own particular pattern, 
whether of representative government, or of justice, or of educa- 
tion, or of religion. The examination of these experimental 
policies is followed by a course of lectures on “‘ the place of 
Anthropology in Colonial Studies,’’ and the need of knowledge 
of the foundations on which we are to build, including native 
customary law, economic organisation, land tenure and religion, 
and the effect of contact with alien races. ‘There remain ques- 
tions regarding native labour and taxation, and the most impor- 
tant subject of all—the system, policy and methods adopted in 
regard to native education. 

The field is so bewilderingly large that to attempt to touch 
even on only a few of these subjects would merely result in a 
series of appropriate platitudes. If I may venture to give 
literally only two words of advice even to the lecturers them- 
selves, I would say ‘‘ Avoid generalisations.’? Leaving out of 
account the infinite variety of race, of tradition and of men- 
tality from Fiji to Jamaica, and speaking only of a single depen- 
dency in Africa, the differences in the degree of evolution 
between the educated African who has taken a university degree 
and the naked pagan of the Nigerian hill-tops, between the 
nomad Hamitic herdsman and the alert Yoruba or Hausa trader, 
between the well-mannered Mohamedan Emir and the pidgin- 
English-speaking cook-boy, are so great, that if we are told that 
““the African ’’ does so and so, or believes or thinks in this 
or that way, we are inclined to discount the wisdom of the deduc- 
tions which follow. It is here, as Professor Malinowski will 
show us, that anthropology of the appropriate type will find its 
place in the study of colonial administration. 

The problems of the older colonies both in the Far East and 
in the West Indies are mainly of a constitutional nature. In 
Ceylon, on the recommendation of Lord Donoughmore’s Com- 
mittee, a novel experiment in constitution-making—somewhat 
on the lines of the London County Council—is on its trial, with 
the object of securing to an exceptionally large number of 
separate communities differing in race, in political aptitude, and 
in their economic interests, adequate opportunity for voicing 
their views in a democratic assembly which has travelled far on 
the road to self-government. In the West Indies and in Malaya 
it is the difficult and thorny question of federation which at 
present occupies men’s minds. In the former the matter was 
dealt with in the extremely able and interesting report of Mr. 
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Wood (Lord Irwin), while Sir Samuel Wilson is at the present 
moment investigating it in Malaya. 

In British Guiana the ancient constitution which deprived 
the central government of necessary financial authority has 
been found unworkable and on the recommendation of Sir Roy 
Wilson’s Commission it has been revised. In Palestine you find 
a complex of problems, where racial differences, accentuated 
by religious animosities and rivalries, have hitherto frustrated 
the attempt to form a common council. The French have a 
hardly less difficult task in the adjoining mandate for Syria, 
where no less than five separate communities demand indepen- 
dent autonomy. 

These are but a few of the outstanding problems which 
demand the attention of the student of colonial administration. 
Each of them must be studied in its proper setting and back- 
ground of local conditions and of the racial, historical, economic 
and fiscal arguments upon which opposing views are based, if 
the study is to be of any real value. The interest of the Man- 
dates Commission lies in the fact that it deals with fourteen 
different administrations, and by long study of the annual 
reports, and by questioning the administrators who come to 
Geneva, we have acquired—or think we have acquired—as much 
understanding of local conditions as is possible without personal 
contact. 

Time does not permit of discussing these constitutional ques- 
tions even were I competent to do so—the more so that I would 
like to offer a few remarks on methods of colonial administra- 
tion with special reference to native policy. In the presence of 
some of those who will lecture on these subjects my function 
this evening is limited to the endeavour to offer suggestions for 
fruitful lines of study, and to indicate the kind of information 
for which I should myself seek were I attending the course of 
lectures. 

It may, I think, be said that the key-notes of British native 
policy—especially when, as in Africa, administration is of com- 
paratively recent date—are adaptation and devolution. It is the 
beginning of wisdom to realise that archaic social systems must 
undergo radical change in contact with the modern world, just 
as the camel, without which for uncounted centuries the wastes 
of the Sahara were uncrossable by man, gives place to the aero- 
plane and the motor-car. Europe has introduced a Kellogg Pact 
in Africa, and tribal warfare is no longer the final arbiter, but 
the tribal system—to adopt the term now used to cover the vary- 
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ing social organisations of primitive Africa—was an effective 
instrument in maintaining unity and discipline in each com- 
munity. Its code of communal obligations, and of land tenure, 
was successful in preventing individual destitution or profes- 
sional prostitution ; its sanctions culminating in the dreaded loss 
- of membership were effective in maintaining tribal standards 
and discipline. Clearly the transition from the old to the new 
order must be gradual, with the twofold object of averting social 
chaos and of giving permanence to the new conceptions so that 
they may seem to grow out of the old. 

To this end the influence of the tribal authorities must be 
upheld while the process of adaptation substitutes individual for 
communal responsibility. The criminal’s community is no longer 
held responsible for his crime, the labourer learns that his wages 
are his own and depend on his personal effort, the convert is 
taught to save his own soul. This policy of preserving the old 
social system until a better one has come into being to replace 
it has been called ‘‘ Indirect Rule.’? I would prefer to call it 
a policy of ‘‘ co-operative devolution,’’ for it is not confined 
to the support of tribal authority only, but permeates every 
phase of thought and action. It has lately been discussed at the 
Institute of International Affairs and at the Royal Empire 
Society as though it were some new theory, but, in fact, it is 
as old as the time of Moses. I commend to your perusal the 
wise advice given by old Jethro when he pointed out to his 
autocratic son-in-law, Moses, the impossibility of direct and 
centralised rule and the necessity of devolution. We learn that 
“Moses hearkened to the voice of his father-in-law . .. and 
chose able men out of all Israel and made them heads over the 
people, rulers of thousands, rulers of hundreds, rulers of fifties 
and rulers of tens, and they judged the people at all seasons, 
the hard cases they brought unto Moses, but every small matter 
they judged themselves.’’ Moses, however, remained the 
supreme legislator. 

I have heard it said that ‘‘ the policy of indirect rule is good 
if regarded only as a means to an end, and not as an end in 
itself.’” What precisely is the meaning of this high-sounding 
phrase? ‘The system is essentially a form of education and has 
the same end in view as other forms of education. Is education 
an end in itself? Its aim is guidance, not premature indepen- 
dence. Other critics are more explicit ; the end they have in view 
is representative government of the parliamentary type, which 
they seem to regard as the only possible form of democracy. 
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Will indirect rule, they ask, be a training for such a form of 
government? Election by secret ballot, government by debate, 
and decisions by majority votes, is not a form of government 
which, so far as we know, has ever been evolved by coloured 
races, nor has it proved very successful in Europe. But the 
policy of devolution of authority is not opposed in principle to 
any eventual form of government which the genius of a people 
may evolve or accept. With the spread of education they will 
learn the systems adopted by Europe and America and, if suit- 
able, they can adopt them. But let us not forget how many 
centuries were needed to evolve this system in Europe. 

In some cases the family group under patriarchal rule will 
expand into the larger unit recognising a single ruler with feudal 
powers, till in the process of time the ruler finds—as Moses found 
—the necessity of delegating authority to district and village 
heads, and of associating with himself advisers in touch with the 
interests of the people. In other cases a federal council may be 
substituted for the chief. Indirect rule aims at accelerating this 
natural evolution of which the feudal system is generally an indis- 
pensable stage. The analogy with our own feudal system is, even 
in unexpected details, singularly close in some parts of Africa. 
‘“ Primitive societies,’? says Professor Trevelyan, “‘ if they are 
ever to move on towards knowledge, wealth, and ordered free- 
dom, are obliged to travel in the first instance not along the 
path of democratic equality, but along the path of aristocracy, 
kingship and priesthood. The heathen clan or tribe . . . can 
never move forward in mass order towards higher civilisation 
and the freedom of the individual. . . . After the break-down 
of the tribal and clan organisation (in England), and before the 
rise of the State, feudalism was the only method by which a 
helpless population could be protected.” He quotes Maitland 
as the highest authority to the effect that the substitution of 
feudal authority for the free village was, in the main, a normal 
and healthy growth. The ardent admirer of latter-day democ- 
racy may find consolation in these teachings of history, and be 
content to travel slowly with due regard to racial aptitudes. 
Nor is he justified in assuming that in present conditions in 
Africa the interests of the masses are really represented by the 
inclusion in a legislative council of native members who have 
lost touch with the tribal system; some of whom have imbibed 
the catchwords of democracy—‘‘ self-determination ’’ and so on 
_without understanding the limitations and qualifications which 
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necessarily accompany them and the setting and background 
which gave them birth. 

In our desire, however, to give full scope to the evolution 
of the primitive races we are confronted by the equal claim of 
non-natives to the form of government to which they also have 
been accustomed, and by the analogous problem of the methods 
best suited to that rapidly increasing class of natives who have 
outgrown communal restrictions, and discarded the bases on 
which tribal sanctions rest. The Southern Rhodesia Govern- 
ment is, so far as I am aware, the first to make separate provision 
for the economic needs of the latter class, but the question of 
the political future of both classes still awaits solution. It is 
typical of the diversity of the problems of colonial administra- 
tion that during the past year the British Government has been 
simultaneously concerned with the protection of the rights of 
minorities in Iraq and of majorities in Africa. 

In the three addresses which I was privileged to give in this 
hall some eighteen months ago I dwelt at some length on the 
principal features of the Crown Colony system of Government, 
of which I considered the most distinctive to be the legislative 
council, the judicial system and the ever-expanding centralised 
secretariat. I suggested that however suitable these alien insti- ~ 
tutions might be to small islands and to populations which for 
generations had become habituated to the standard type of 
representative government, it was in my view ill-adapted to the 
vast African Protectorates. I will not trespass on your patience 
by restating the reasons on which I then enlarged, but I would 
remind you that, as Lord Cromer said, ‘“‘ Between the extremes 
of personal government and that of parliamentary institutions 
of the conventional type, there lies a tolerably wide field for 
action.’’ In the general study of British colonial administration 
there are several exceptions to the system of Crown Colony 
government which deserve attention, and prove that we are not 
bankrupt of alternatives. 

Of these the Anglo-Egyptian Sudan is the most important. 
It covers an area but little less than that of British India with 
a population of some five and a half millions. Its population, 
trade, and revenue have more than doubled since it came under 
British administration a generation ago. I do not suggest that 
it is better administered than many of the African depen- 
dencies, but the fact that it has no legislative council or 
centralised secretariat and that its judicial system is framed 
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on different lines from that of a Crown Colony is proof that 
it is possible to administer a very important country with 
extremely diverse types of population without imposing British 
institutions or adhering to standard precedents. 

It is precisely on subjects such as these that a study of 
colonial administration—British and foreign—may lead to 
fruitful results. If the system of government by debate in 
an elected legislative council is alien to the traditions and 
mentality of coloured races—as so many authorities concur in 
stating—by what steps should we proceed to the formation 
of councils in which the interests of the population will be 
adequately represented, in dependencies of vast distances and 
many languages? If the white man’s system of justice, and 
his conceptions of admissibility of evidence and so on, leave 
the black man confused, so that he prefers to avoid the courts 
and take the matter into his own hands by secret methods, 
what modifications are possible without the sacrifice of eternal 
principles till he has reached a higher standard? And how 
are his native courts to be controlled so as to ensure not only 
crude justice but progress towards that higher standard? 

Here in a lecture-hall in London we may come to the facile 
conclusion that the British theory of evolution from indigenous 
institutions and of building on native foundations is a better 
one than the former French conception of assimilation, which 
regarded Africans as black Frenchmen and in theory at least 
tolerated the miscegenation of white and black—but among the 
most primitive races it is less easy to discover the foundations 
on which to build, and we look to anthropology and research 
to help us. 

In those African dependencies in which there is a considerable 
body of European or Asiatic permanent residents, or of European- 
ised natives, a fresh set of problems confronts us. Prolonged 
contact means severance of tribal relations and loss of communal 
rights. Detribalisation, as the result of education and of the adop- 
tion of civilised standards, both social and economic, we consider 
to be a gain, but the detribalisation of the illiterate agricultural 
worker means the loss not only of all his temporal claims 
on tribal land and support in case of need, but of his contact 
with the unseen world and of those beliefs and sanctions which 
have hitherto guided his every action—for there are 
missionaries with lifelong experience who affirm that the Bantu 
are the most spiritually-minded people on earth. How should 
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this danger of creating a landless vagrant class, uncontrolled 
by outworn restraints, and apt to become loafers, prostitutes 
and criminals, be avoided without interference with the labour 
requirements of the non-natives? What percentage of men can 
be withdrawn from the villages for wage-labour without preju- 
dice to native life, and—even more important—what should 
be the maximum length and the conditions of contract to avoid 
detribalisation? ‘The last session of the Native Labour Com- 
mittee of the International Labour Organisation at Geneva was 
devoted to a discussion of this question. What policy should 
be adopted to ensure co-operation between white and black 
instead of antagonistic rivalry and competition in economic 
development, and potentially hereafter in the political sphere? 
There are many proposals but no clear policy. 

The study of colonial administration in its earlier phases 
offers almost virgin fields for investigation of methods of taxa- 
tion, of land tenure and the evolution of individual ownership, 
of the land rights of the State and of the occupier ; of economic 
problems such as the ceaseless warfare of man and of agri- 
culture against the insects of the tropics; and above all in 
that most important of all the responsibilities which the nations 
in control have accepted—the education of the coming genera- 
tion. For whether we like it or not we stand on the threshold 
of a new era. We have the examples of India and of South 
Africa to guide or to warn us. It is much that we are awaken- 
ing to the magnitude of our opportunity, and not the least that 
the School of Economics of the London University should lead 
the way in the study of these questions. 

I mentioned that about eighteen months ago I addressed the 
students here on much the same subject on which I have spoken 
this evening. After describing the various efforts to stimulate 
interest and to inform public opinion jn England, and to carry 
out research overseas, I added: 

“For the training, however, of students in anthropology, 
sociology, and primitive political economy we look to you in 
the London School of Economics. ‘The International African 
Institute, of which I am chairman, is anxious to work in close 
collaboration with you. We desire opportunities for adminis- 
trative officers when in England on study leave; for students 
from the universities who desire to enter the colonial service 
as a career; and for others who are prepared to devote two 
or three years to research with the assistance of a travelling 
scholarship.”’ 
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It naturally gives me special pleasure to hail the beginning 
of the realisation of the hopes I then expressed, and to be 
privileged to inaugurate the course of lectures which will, I 
hope, develop into a Chair of Colonial Studies in this central 
university of the Empire. 
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The Constitutional Importance of the 
“Commissioners for Wool” of 1689. 


An Administrative Experiment of the 
Reign of William II. Part I 


By Ropert M. LEES 


III. DisconTINUANCE 


The whole episode had brought to the surface all the 
awkward implications of the existence of this independent 
Parliamentary executive. Its activities had proved exceedingly 
embarrassing to the other Departments of State. Indeed it was 
contrary to the whole practice as well as the theory of the 
Government of the time. This becomes obvious when we con- 
sider the financial side of the question. Parliament had made 
no provision in the Statute for financing the activities of the 
Commission. ‘The Commissioners petitioned the Treasury, but 
the Lords of the Treasury could find no precedent for disbursing 
funds upon a Commission whose appointment lay not with them- 
selves, but with Parliament. Neither was there any political 
advantage to be gained—no patronage; no payment. It is not 
improbable that the Government saw in this fundamental weak- 
ness an opportunity to strangle the Commission without raising 
any political issue.*® In any’case the Treasury steadily refused 
to comply with the Commissioners’ requests for money. The 


* Part I appeared in Economica, No. 40, May 1933, pp. 147-68.—Ep. 

95 The King kept in close personal touch with the Treasury vide E.H.R., 
October 1931, Doris M. Gill, The Treasury, 1660-1714, ‘“‘ he attended the 
Treasury on an average three times a month’’ when in England. ‘ There 
were few matters of importance for which the Treasury did not obtain the 
King’s sanction before they were put in operation.” 

Edwards, utterly regardless of the international issues which he had 
raised, continued to run amok among foreign shipping. ‘‘ I am afraid,” 
wrote Vernon to Williamson at The Hague, on 14 Feb. 1698-9, S.P. 32/11, 
f. 161, ‘‘ we shall hear of another severe complaint from your side about the 
visiting ships on account of wool. Sir Harry Goodricke tells me that their 
officer has lately brought in two Dutch ships which he is very much 
offended at... . If the case be as I suspect I have been speaking with 


Sir Charles Hedges about it and when I know the truth of the fact I intend 
to have this man prosecuted... .” 
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Commissioners approached the Treasury in a high-handed and 
undiplomatic way which was not calculated to help their case. 
When the “pressing solicitations’? had been made by 
merchants to Sir Henry Goodricke to convene the Commission 
and begin operations, he appears to have drawn their attention 
to this serious limitation in the constitution of the Commission, 
for about this time we find ‘‘ certain merchants and eminent 
traders of London petitioning the King in Council that the 
Treasury Lords may be directed to issue an allowance to the 
Commissioners appointed by Act of Parliament.’’°® This was 
referred to the Lords of the Treasury in the usual way. The 
Commissioners, however, took upon themselves, on the plea of 
urgency, to write somewhat sharply to the Treasury Com- 
missioners representing ‘‘ the pressing necessity of your Lord- 
ships taking such reasonable resolutions upon the reference lately 
made by His Majesty in full Council to a Petition . . . which 
we presume ere this is laid before your Lordships.’’* 

The Treasury, however, refused to be rushed by the Parlia- 
mentary Commission in this way. ‘The normal process of 
government continued in its customary groove at its usual 
leisurely pace. The petition of the merchants in question had 
been remitted by the King in Council to the Treasury on July 
16th. It does not appear to have been remitted by them to 
the Customs Commissioners till November oth.°* The first 
report of the latter was made to the Treasury on December 
16th.°® This was remitted back by the Treasury, and the 
Customs Commissioners do not appear to have reported again 
till March gth.*°® ‘They are obviously annoyed at the assertion 
of the merchants that no provision has been made to prevent 
the exportation from Northumberland into Scotland, and in 
their own defence proceed to narrate the series of efforts which 


96 P.C. Register, 2/77, p. 204, 16 July 1698. 

Xe “eee ee eo Vide also mention of this in the report of the 
Customs Commissioners to the Treasury, Out Letters Treasury (Customs), 
T.11/14, 9 March 1698-9. The Council of Trade which Parliament had tried 
to set up in 1696 had been intended to supervise and speed up the execu- 
tive departments like the Admiralty and the Treasury, in this way. The 
Commissioners appear to have regarded themselves as fulfilling a similar 
function : but they had really no powers to force the hand of the Treasury 
as they tried to do. They should have taken their recommendations to the 
source of their authority, the House of Commons, who would, if agreeable, 
have recommended that an allowance be made to its Commissioners by the 
Treasury, and who might have appropriated part of the revenue for the 
purpose. 

98 Treasury Out Letters, General, XVI, p. 59. 

99 Customs Commissioners to Treasury, 9 March, Out Letters Treasury 
(Customs), T.11/14. 

100 Ibid, p. 23. 
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they themselves have made.*** Before they could gather together 
the fruits of all their investigations and come to some conclusion, 
the said petition had come in. They had thereupon got into 
touch with the Commissioners in question to find out what 
concrete proposals they had to make in return for the sum they 
desired. he resolution of a committee of the Commissioners 
had been sent to them by Sir Benjamin Ayloffe in which it 
was proposed to establish a large number of new officers. In 
view of the numbers of the officers of customs and excise already 
installed, they could see no necessity for this. They were 
willing to agree, however, that if the Commissioners would 
undertake the care of the new register**® on the borders then 
£2,000 a year would be a reasonable sum to settle on them. 
The Treasury, however, were reluctant to concede even this 
to the Commissioners. They appear to have instructed the 
Customs Commissioners to undertake the register themselves, 
for the latter, writing to the Treasury on this subject on April 
28th, 1699, declare that as soon as they had received certain 
reports they would proceed to put the laws in execution and 
lay a scheme before their Lordships.*°** On May roth, the 
Lords of the Treasury ordered both the Customs Commissioners 
and the Parliamentary Commissioners of 1689 to appear before 
them.*°* This meeting took place on May 23rd’°* and is of con- 
siderable importance in this connection. "The Commissioners 
established by Parliament in 1689 were informed that the 
Customs Commissioners had a concurrent power with them, and 
in view of the activities of the former ‘‘ My Lords do not see 
any necessity for the King to be at an additional charge of 
#2,000°°° per annum nor indeed how it can be paid out of the 
duties which are appropriated.’? ‘This was a terrible blow to 
a Commission whose officers were even then operating in all 
parts of the country, and incurring large expenses on the 
security of a prospective grant from the Treasury. It was in 


101 Hconomica, No. 4o, p. 158, note 43. 

102 This would have meant that the officers of the Commission would no 
longer have occasion to inspect the books of the Customs Houses. It was a 
duty which the Customs authorities were anxious to avoid and which the 
Commissioners had expressed no willingness to undertake in the pro- 
gramme which they had submitted to the Customs Commissioners. 

103 Calendar of Treasury Papers. 

104 Treasury Minutes, XI, p. 123. 

105 Treasury Minutes, XI, p. 125, T. 29/11. 

706 A paltry sum in comparison with the annual charge of ships appointed 
by the Admiralty for this purpose. This amounted to £2,400 per month for 
the cruisers between Ireland and Scotland alone, for which nothing was 


achieved. Lords Journals, Report of Admiralty, 4 April 1700. Cf. H : 
seventh proposal in his work of 1715. siete 4 7 aynes 
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effect a reminder that, if Parliament intended to maintain the 
executive it would have to make further appropriations for the 
purpose. The Commissioners would have to apply to the source 
of their authority and not to the Treasury who repudiated all 
responsibility for them or their activities. ‘The result of this 
meeting was reported to the Privy Council. ‘The assent of the 
King was secured on May 25th’ and instructions were issued 
to the Customs Commission on June 13th to proceed with the 
course which they had recommended. ‘The proposals of the 
Parliamentary Commission having been disposed of, all sub- 
sequent discussions on the methods of executing the laws 
against exportation of wool are henceforth confined to the 
ordinary executive departments—the Treasury Commissioners, 
Customs Commissioners and Mr. Henry Baker, Solicitor of the 
Treasury. On September 6th, 1699, the Commissioners of 
the Customs and Mr. Baker attended the Treasury Board. 
Their respective schemes for guarding the coasts of Kent and 
Sussex were read; agreement was reached as to the number 
and personnel of the riding officers and their salaries amounting 
to £4,570 per annum, and the scheme was approved by the 
Lords of the Treasury.*’® As late as June 28th, 1701, several 
of the agents and officers deputed by the Commissioners, who 
had not obtained any reward for their services ‘‘ but had 
sustained the whole charge thereof whereby they were ruined 
or imprisoned for debt ’’ petitioned the King in Council. It 
was referred to the Treasury Lords and minuted by them on 
July 25th. ‘‘ The affair being now managed by ye Com- 
missioners of Customs and their officers at a considerable charge 
to ye King, my Lords cannot at present advise ye increasing 
of ye expense as is desired.’’'” 

Upon the failure of their efforts with the Treasury, the 


107 In T. 11/14, p. 23, and in the Calendar, p. 386, we are told that the 
Crown in Council gave orders for the implementing the recommendations 
of the Customs Commissioners enclosed. The only recommendation en- 
closed is that of 9 March. This gives the impression that the King con- 
sented to the establishment of £2,000 per annum on the Commission of 
1689. But we see from the Privy Council Register, 2/77, p. 340, that the 
order in Council refers to three presentments of the customs commissioners, 
viz. 9 March, 28 April, and 23 May. In the two subsequent presentments 
the original recommendation had been amended in accordance with the 
wishes of the Treasury. 

POSS 20/12, P= 273: ; 

The payments which the Treasury were constantly making to Baker, 
as we see from Treasury Order Book, T. 60/5, passim, were made by virtue 
of H.M.’s general Letters Patent dormant, dated 8 April 1689, ibid p. 112. 

In spite of the activities of the government, smuggling of wool continued 
throughout the eighteenth century until the new economic doctrines led to 
a repeal of these laws in 1825. 

109 Calendar of Treasury Papers, Il, p. 410, Vol. LXXIV. 
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Commissioners proceeded to lay their case before the House of 
Commons. It might naturally have been expected that the 
House would protect and perpetuate its own creation. The 
attempt to secure financial support from Parliament was 
attended with no greater success, and this for several reasons. 
An assembly which only sat periodically and whose political 
complexion fluctuated with circumstances, was utterly unsuited 
to be the direct head of a permanent executive. Several weeks 
before the final refusal of the Treasury on May 23rd, 1699, 
the first session of William’s fourth Parliament had come to 
an end. It did not meet again till November 16th. The Com- 
missioners lost no time in presenting the whole matter before 
the House. On December 8th, 1699, they laid before the 
Commons’” a petition setting forth how they had been appointed 
without any fund, how they had taken upon them, at their 
own charge, to settle officers in all the maritime and northern 
counties who, although performing excellent services, had been 
discouraged for lack of money; how they had petitioned the 
King, who had referred the matter to the Treasury. ‘‘ But 
the petitioners could get no report from them and despair of 
getting any assistance from that Board, so that without the aid 
of this House their officers will be ruined. ‘They are still 
confident that they can suppress exportation better than any 
other body of officials among whom there have been many 
corruptions and remiss practices to the encouragement of 
offenders. ‘They prayed the leave of the House, therefore, to 
bring in a bill to increase their powers and for reimbursing 
their officers what they have expended in the said service.’’ 
The petition was referred to a Committee with instructions to 
examine the proceedings of the Commissioners and report their 
opinion whether ‘‘ the act which established them should be 
repealed or made more effectual.’”’"*. The Committee appears 
to have ordered the Commissioners to lay their journals before 
it.“? On April 11th, however, Parliament was dissolved. ‘The 
long delays which followed as a result of similar dissolutions 
or adjournments were fatal not only to the efficiency of the 
Commission but to its very existence. Both the succeeding 


110 Journals, XIII, p. qt. 

111 Journals, XIII, p. 41. Petitions followed in such rapid succession as to 
suggest that the Commissioners had not been idle during summer, from 
merchants, clothiers and traders in Leeds, Wakefield, Halifax and Reading 
reporting the great services of the officers of the Commission and asking 
that a fund might be established upon them, if necessary by levying a tax 
on the woollen manufacture. Ibid 14 and 22 Dec. 

112 Haynes, ‘‘ 1706,’ pp. 60-1. 
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Parliaments were bombarded with petitions from the Com- 
missioners and merchants on the same lines.!"* As a result the 
Parliament which met after a long interval on February 6th, 
1700/1701, instructed its committee to inquire into the proceed- 
ings of the Commissioners and ordered the latter to lay an 
account of their seizures before the House. On April 2nd, 
1701, the Commissioners attending, Sir Gabriel Roberts and 
others were called in and at the Bar presented a full account 
of the activities of themselves and their officers.%* It was 
ordered that the account ‘‘ do lie on the table to be perused 
by the members.’’ Another dissolution on June 24th, 1701, 
obliterated any practical effects, good or bad, which these pro- 
ceedings may have had. One of the first actions of the new 
Parliament of December 30th, 1701, was to appoint on January 
8th, a committee to consider the wool manufacture,’** but by this 
time, as might have been expected, the situation of the agents 
and officers had become desperate and most of the time of this 
Committee appears to have been taken up with the considera- 
tion of petitions which were beginning to arrive, complaining 
of the excesses and depredations of these officials. These 
reports undoubtedly created an unfavourable impression of the 
Commission and its activities. 

In the absence of a proper system of payment the condition 
of the officers had gone from bad to worse. An impecunious 
executive at any time is poor economy. It was particularly 
dangerous in a matter such as this, where there were unlimited 
opportunities for oppression and corruption. ‘The share of the 
forfeitures to which the officers were entitled, although 
increased by 9 and 10 Wm. III, Ch. XL, from one-half to 
two-thirds, was a very unstable financial foundation. The 
capacity for evasion on the part of the landowners who indulged 
in this illegal practice was just as great as in the case of the 
Enclosures of the sixteenth century. Many men of considerable 
power and influence appear to have been involved.*** Even 

113 Journals, XIII, pp. 410, 414, 424. 

114 [bid p. 465. 115 [bid p. 657. 

116 Baker in his report of 12 Jan. 1698-9 appears to have found the Mayors 
of Canterbury and Rochester and even the Lord Warden of the Cinque 
Ports considerably involved. Vide also Treasury Papers, 9 May 1700. To 
take only one example; in April 1692 the Customs Commissioners com- 
plained to the Treasury Lords that Julius Deeds, the Mayor of Hythe, had 
led an assault in which the officers had been beaten and wounded and wool 
rescued from Scotney Barn, Cal. of T.P., p. 232. The case was taken before 
the Privy Council (P.C., 2/74, 396) on 12 May, and on 23 June it was ordered 
that Deeds be dismissed from all his offices. He was Mayor of the militia 


of the Cinque Ports, Captain of the Trainbands of Hythe, and a ‘Commis- 
sioner of the Peace for Kent. 
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where the officers had succeeded in seizing supplies of wool 
they were financially unable to sue the matter out at law and 
only by bearing the expenses as prosecutors could they claim 
their reward.’!” Even if the matter were taken to law, the 
delays were so great that the wool had often become worthless 
before sentence was issued or else no buyers could be found.*** 
It is not surprising that ‘‘ there being no possibility of obtain- 
ing money out of the Exchequer to pay the officers . . . and 
reimburse what the poor men had expended out of their own 
substance, the officers were forced to decline acting and with- 
draw themselves after having met with very ill treatment in 
many countries, by having seizures taken from them by replevys 
contrary to law and sometimes rescued from them by 
fOLCe ee eee ee 

Many, however, did not give up the struggle so docilely 
as this. They became rigorous and unrelenting in their 
interpretation of the law. It appears to have been a fairly 
general practice for them to seize private stocks of wool on 
the flimsiest pretexts and then to compound privately with the 
owners, in order to recoup themselves for the losses which they 
had sustained. Indeed their activities appear to have degener- 
ated into a species of highway robbery under a cloak of legality, 
such as reminds us of the England of the Paston Letters. 
Petitions’”® from the Wool Staplers of London and Southwark 
and the manufacturers of Colchester complaining of this were 
referred to the Committee appointed to inspect the laws 
relating to the woollen manufacture, who, after hearing 
evidence™* on both sides, reported ‘‘ that several of the officers 


Even the Commanders of H.M..ships were not above the traffic. Haynes, 
1706, p. 44, tells us that the Isabella, one of the King’s yachts, was taken 
with wool aboard. The wool was appraised and the officers appear to have 
tried to condemn the ship, but it was claimed by the King’s Attorney- 
General, and the prosecution fell through to the great loss of the officers. 
‘Although indeed,” he says, ‘it was presumed H.M. would otherwise 
have rewarded them for their Services.’”? An order in Council was issued 
on 31 March 1698 to the effect that all commanders of His Majesty’s ships - 
were to allow the officers of the customs free search. P.C. Register, 2/77. 

117 Haynes considered this one of the chief weaknesses in the laws. 
Prosecutions, he maintained, should be at the expense of the Crown. The 
Customs Commissioners suggested this to the Treasury, 9 Nov. 1689, but it 
was never practised. 

118 Considerations on several proposals for prevention, ... by an M.P. 
1741, ré seizures in June 1700. : ‘ 

Case of Exportation of Fuller’s Earth, B.M. Tracts, 816, M., 14/104, 127. 

119 Haynes, “ 1706,” pp. 48-9. ? 

120 Commons Journals, 24 Jan. 1701-2. 

_\?1 e.g. It was deposed by the plaintiff, Edward Vole, the Colchester car- 
rier, that he had been delayed by an accident on the road; that men named 
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appointed by the said Commissioners have been guilty of many 
corrupt and indirect practices to the great oppression and dis- 
couragement of the manufacturers of wool.’’!”” All this was bound 
to make an unfavourable impression in Parliament, and it is 
not surprising that the proposals’®* which Haynes was at this 
time laying before the House of Commons for a fund to estab- 
lish the Commission on a firmer footing and a Bill to increase 
its powers, were not favourably regarded. 

The irregularity of its sittings and the evidence of the mal- 
practices of some of the officers were not the only reasons for 
the failure of Parliament to support its Commission. The 
political situation had undergone a considerable change since 
1689. The Commission of 1689, although part of the almost 
unanimous legislation of the Convention Parliament, was really 
a Whig institution. The new Tory party which secured 
control of the House of Commons after Ryswick was much 
less enthusiastic for the cause of preventing the export of wool 
or for the machinery which had been devised for that purpose 
by the Convention. William’s employment, during the war, 
of a ministry composed almost entirely of Whigs, drove the 
majority of the old Tories into the opposition or Country party. 
Almost immediately after the Peace of Ryswick this new Tory 
party, under the leadership of Robert Harley, gained control 
of the House of Commons in opposition to the King and his 
Whig ministers.’** ‘The Tories represented, in the main, the 
landed interest’”’ as opposed to that of the Whig manufacturers 
and many of them were therefore inclined to regard the elaborate 
code of laws for the prevention of the export of wool as legisla- 
tion in a vested interest. The two recommendations of the 
Committee of March goth, 1701-2, namely for a register of 
all wool from shearing to manufacture, and for the total prohibi- 


White and Jones had seized his load of twenty-one bags of wool at his own 
door in Colchester because it was 10 o’clock at night; that he had had 
subsequently to pay £30 to Messrs. Braine and Jones ‘‘ to discharge the 
same.’ All carriers, he declared, had habitually to bribe the officers to 
prevent molestation. Braine who was one of the supervisors or chief 
officers of the Commission, pleaded the letter of the law of 13 and 14 
Charles II, forbidding any transit during the hours of darkness. The case 
had been sued out, he said, in the Court of Exchequer, where the Chief 
Baron had ordered a Writ of Appraisement ‘‘ and accordingly the wool 
was appraised at £30 as a dividend to the officers that seized the same.” 
Journals, Vol. XT, p. 783. : = 

122 9 March 1701-2, gdh after the accession of Queen Anne, ibid. 

123 [bid pp. 705, 714, 707) 775-- ‘ + 

124 Vide reeith Feiling, History of the Tory Party, Chapters xi and xii 
passim. 

125 Lodge, History of England, 1660-1702, p. 365. 
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tion of all carriage by water were both, accordingly, negatived 
by the House.*”* 

The Commission was not only out of consonance with the 
landed interest represented by the new Tory party. It was 
even more diametrically opposed to the political theory of a 
limited monarchy which the new ory party adopted. The 
triumph of this contemporary theory of a separation of powers, 
signalised by the Act of Settlement of 1701, is one of the chief 
reasons for the failure of the Commission and the extinction 
of the method of government upon which it was based. The 
Constitutional ideal towards which the new Tory party strove 
was the establishment and maintenance of a pure and indepen- 
dent House of Commons’ as an efficient control upon the Execu- 
tive. It is of the greatest importance, however, that this control 
remained indirect and that it stopped short of encroachment 
upon the actual appointment of members of the executive.*** 
Indeed the Tory political theory, while insisting on the exclu- 
sion of the influence of the executive upon the legislature had 
another important aspect which is not always realised. For it 
had to be admitted that the executive must also be free to the 
extent at least of allowing to the King as head of the executive, 
the sole right of appointing all. officers of State.’? The final 
acceptance of the separation of powers by the new Tory party 
was fatal to the principle of the Commission of 1689. It could 
not logically insist on the exclusion of all executive officers from 


126 The Tories were by no means averse to the encouragement of the 
woollen manufacture; but they believed that this could be done without 
sacrificing the interests of the landowners. 

127 Vide Place Bilis of 1692-3-5, the exclusion of all concerned in the 
collection of the Excise (11 and 12 William III, Chapter II, Section 150) or 
Customs (12 and 13 William III, Chapter X, Section 89) Revenues, and of 
course the unequivocal exclusion of all placemen in the Act of Settlement. 

128“ Tt had laid down limits for household and Privy Purse and Civil 
Service expenditure and to make the Revolutionary process complete all 
that was now necessary was for the House te annex the Treasury itself—to 
detach it from the King and to annex it to Parliament or to the Constitu- 
tion. ...’? Dr. Shaw in Introduction to Calendar of Treasury Books of 
William III, Although this step seems to have been a comparatively short 
one it was never taken. The Commons, on the contrary, continued to regard 
the Treasury as ‘‘an executive office wholly on the King’s side of the 
constitutional fence.” 

_'9In all treatises on the constitution of this period this Royal preroga- 
tive is never questioned. In the Vindication of the Rights of the Com- 
mons of England, attributed to Robert Harley (Somer’s tracts, Vol. II, 
Pp. 151), it is considered essential that “the King have the power of 
appointing officers at his will and pleasure, for the security of his preroga- 
tive, The representatives of the people have a power of impeaching them 
from any mismanagement or breach of trust.” ‘It ever had and still 
hath the sole power of administration at home ’’ (memorial to Princess 
Sophia by George Smyth); or again in a letter to William III of 1699 in 
B.M.Tracts E. 1926 ‘‘ The executive power which consists in creating 
officers to execute the law is lodged in the person of the King.”’ 
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the legislature as essential to the foundations of limited 
monarchy and at the same time continue to encroach on the 
executive by maintaining an executive Commission which had 
been appointed by the legislature. If the Commons had deter- 
mined to continue and extend the practice of appointing execu- 
tive authorities, it is hard to see how the King, wholly 
dependent upon the Commons for supplies, could have long 
withstood it. But for the acceptance of this theory of separa- 
tion of powers the methods of the Commission of 1689 might 
have been extended,**® the Council of Trade appointed by Act 
of Parliament, the Treasury annexed in the same way, and 
thereafter probably the other departments of state, and even 
finally the Admiralty, the Navy and the Army.? 

It is customary to point out that the practical application 
of the system of government contained in the Act of Settlement 
would, if implemented, have made the development of our 
modern system impossible. It is not so frequently remembered, 
however, that from another point of view the triumph of this 
theory in the reign of William III prepared the way for the 
development of the British Constitution, in so far as it prevented 
the development of a tendency on the part of Parliament actually 
to appoint the executive. In this way it assured the preservation 
of the ancient stock of the Constitution. The Crown has 
remained the legal source of all governmental power in the state, 
and it is upon this medieval stock that popular government by 
a parliamentary executive has been grafted.’*? This result we 
owe largely to the much maligned theory of a separation of 
powers and to the good sense of men like Robert Harley who 
realised that governmental powers are better exercised by a 
single person than by an assembly, and that the practical control 


130 Much as the methods of the Ecclesiastical Commissions were extended 
under the earlier Stuarts. 

131 Vide, Economica, No. 40, p. 149. ; 

132 Blackstone’s words describe accurately the constitution of the period of 
the Act of Settlement. ‘‘ The executive part of the government . . . is wisely 
placed in a single hand by the British Constitution for the sake of unanimity, 
strength and despatch. The King of England is therefore not only the chief 
but properly the sole magistrate of the nation : all others acting by commission 
from and in due subordination to him. This had ceased to be true from a 
practical point of view long before Bagehot wrote, but its soundness from the 
purely legal aspect remained true till Maitland pointed out the significance of 
the nineteenth-century practice of conferring powers directly by Statute upon 
ministers or departments. All such executive officers, however, are legally 
appointed by the Crown and hold office during the King’s pleasure. Thus 
Maitland, although refuting the legal view that the King is sole head of the 
executive, still classes this power of appointing all executive officers, 
directly or indirectly, as one of the chief powers of the Crown and essential 
to the unity of the system. Constitutional History, pp. 417, 422. 
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of an efficient executive appointed by the Crown was of infinitely 
greater value than the theoretical control of an inefficient execu- 
tive appointed by Parliament. Burnet laments at the end of 
the reign that ‘‘ we were . . . become already more than half 
a commonwealth ’’ for ‘‘ the government was plainly in the 
hands of the house of commons, who must sit once a year, and 
as long as they thought fit, while the king had only the civil 
list for life, so that the whole administration of the government 
was under their inspection’’***: but it was a commonwealth 
of a peculiar type in which the right of appointing all executive 
officers was still wholly in the King—a fact which was of the 
most essential importance for the future development of the 
Constitution. 


133 History of His Own Time, IV, p. 442. 
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IN the first part of this paper, published in Economica, No. 38, 
November, 1932, I presented, by way of definition of the 
concept of a “‘ velocity of circulation of goods,’’ the formula 
physical volume of sales 
physical volume of goods intended for sale’ 
this formula, I examined in some detail the claims which might 
be regarded as inhering in various alternatives to ‘‘ goods 
intended for sale,’’ such as ‘‘ goods in existence,’’ ‘‘ goods 
sold,’ and ‘‘ goods produced.’? Of all these proposed 
alternatives, ‘‘ goods produced ’’ was found to have attracted 
the greatest amount of support. In my discussion in the first 
part of this paper, I confined myself to an indication of the 
reasons for regarding ‘‘ goods produced’’ as too inclusive 
a term to be used as the denominator of our ratio measuring 
the velocity of circulation of goods. It is now necessary to 
argue for the rejection of ‘‘ goods produced ”’ as the denominator 
in our fundamental ratio on the ground that it is, at the same 
time, not sufficiently inclusive. 

The first reason for so arguing amounts essentially to an 
appeal to the same type of consideration as that which was 
presented at the end of the first part of this paper. It is 
obvious that just as the amount of a nation’s production for 
sale will differ from the amount of its goods “‘ offered for sale ”’ 
within its own borders, in that it would, in strict accuracy, have 
to be cut down by the amount of exports, if it is to approximate 
the latter figure, so the magnitude “‘ goods produced for sale,’’ 


In order to justify 


* Part I of this article appeared in Economica, No. 38 (November 1932). 
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if it is to approximate still more closely the magnitude “ goods 
offered for sale,’? would have to be increased by the amount 
of the country’s imports intended for sale.°° 

It is true, once more, that these difficulties, which are so 
largely of a “‘ practical’? type, might be avoided by the con- 
struction of suitable theoretical categories. It is true, also, 
that in actual “‘ practical’? investigation, the error involved 
in failing to add “‘imports intended for sale”’ to ‘‘ goods 
produced for sale’? might be found to be exactly cancelled 
by the error involved in failing to excludé exports.“ Yet 
it is not unreasonable to hope that it will some day be possible 
to abandon what amounts only to a pis aller, in favour of 
computations which contain less possibilities of error. For, 
from the standpoint of an investigation which lays claim to 
reasonable accuracy, it is obvious that the possible failure of 
merchandise exports and imports to “‘ balance’’ is only one 
of the many conceivable sources of error involved in such 
a loose procedure. If, for example, we are interested—as 
ultimately we must be interested—in determining the ‘‘ purchas- 
ing power of money’”’ as that expression is coming to be 
defined with more and more frequency by leaders in the field 
of monetary theory—vide the suggestions of writers like 
Schumpeter, Hawtrey, Haberler and Keynes—not only the 
amounts of goods imported and exported, but their kinds will 
be extremely important. It is possible, for example, that the 
exports may be largely goods which are immediately consumable 
—and therefore of direct importance for the ‘‘ purchasing power 
of money ”’ as the latter term is coming to be defined—whereas 
the goods imported may be of a type which will not enter 
directly into the “‘ goods-side’’’ of what would amount to the 
‘consumers’ ’’ or “‘ income” equation. Similarly, the goods 
exported may differ from ‘‘ goods imported ’’’ with respect to 
whether or not they are “‘ intended for sale.’’*® 


53 It will be noticed that I have specified that the ‘“‘ imports ”’ thus added 
must be imports ‘‘ intended for sale.’ It is, of course, conceivable that 
imports may be intended, not for sale within the country in the form in 
which they are imported, but for further processing before they are offered 
for sale; yet the argument for insisting that they must be ‘intended for 
sale” is just as strong as it was for arguing that not ‘‘ goods produced,”’ 
but ‘‘ goods produced for sale’ is the magnitude in which we are inte- 
rested, for purposes of defining the ‘‘ velocity of circulation of goods.” 

54 See, in this connection, A. F. Burns, ‘‘ The Measurement of the Physical 
Volume of Production,” Quart. Journ. Econ., Vol. XLIV (1930), pp. 248, 250, 
on the relation between the “ balancing ”’ of exports and imports and the 
possibility of identifying total production with the total of a nation’s 
‘consumption and saving.” 

55 See, on this point, note 53, above. 
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There are, however, other reasons for arguing that the 
magnitude “‘ goods produced for sale’ is not inclusive enough 
to serve as the denominator in our fundamental ratio, which 
are much more important than any of those mentioned thus far. 
The first of these involves a point which has been implicit in 
much of the discussion which could be cited as having implied 
the notion of a velocity of circulation of goods, even though 
the latter phrase was not used—viz. the discussion with respect 
to the importance, for the determination of the price-level, of 
variations in stocks of commodities on hand.** It is only 
unfortunate that so few of the writers who have taken cognisance 
of the complications introduced into the problem of the 
determination of the price-level by these ‘‘ variations in stocks ”’ 
have dealt in an entirely satisfactory manner with the question 
as to the precise way in which such variations would affect a 
magnitude which may properly be described as measuring the 
“velocity of circulation of goods.’’ 

For our present purpose, it is sufficient to call attention to 
the fact that the very existence of variations in stocks of com- 
modities must mean that not all the goods produced within 
a given period, even though they may have been produced with 
a view to sale, are removed from the market in that particular 
year. It is obvious, therefore, that these ‘‘ hangover ”’ stocks 
should be added to current production of goods intended for 
sale, in order to obtain a figure more nearly in conformity with 
what should be understood by the general term ‘‘ goods intended 
for sale.” 

One of the very few writers discussing the importance of 
variations in ‘‘ stocks’’ who have used an articulated notion 
of a velocity of circulation, or the ‘‘ velocity of sale,’’ of goods 
is H. Neisser.°” ‘This author specifically mentions ‘‘ variations 
of stocks’’ as one of the factors leading to ‘differences ”’ 
between the “‘ social product ”’ and the ‘‘ volume of turnover.’’** 


56 The discussion by R. G. Hawtrey of the variations in the size 
of traders’ ‘‘ stocks ’’ over the period of the cycle is perhaps the best known 
of contemporary examples of this type of analysis, See, e.g., Hawtrey, 
Trade and Credit, pp. 156 ff., 159 ff. Of special interest to the present 
problem is Hawtrey’s comment (0p. cit., p. 126) to the effect that ‘‘ the 
goods sold to consumers must .. . fall short of the total produced by the 
amount added to dealers’ stocks.’’ See also, in this connection, A. F. Burns, 
art. cit., pp. 248 ff., on the relation between the ‘‘ balancing ” of“ stocks 
on hand at the beginning and end of the period,” and the question as to 
whether “ national income,’’ when conceived of as the “ volume of ‘ con- 
sumption and saving,’ ” will or will not differ from ‘‘ a measure of produc- 
fon. 

: 57 See, e.g., his Der Tauschwert des Geldes, pp. 8, 124. 

58 Id., p. 8. 
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‘ 


At the same time, however, he defines the ‘‘ velocity of sale ’’ 
volume of turnover 5,5 
social product 
therefore, just what differences would be registered in the results 
obtained by the use of Neisser’s formula, on the one hand, and 
the one which is here proposed, on the other, when the possibility 
of variations in the stocks of commodities is taken into account. 

The first effect of a procedure such as that proposed by 
Neisser would of course be to provide a figure for ‘‘ velocity ”’ 
which would be in all cases absolutely higher than the figure 
obtained by the use of our formula. This would follow from 
the virtually inevitable circumstance that there will always be 
a carryover of goods ‘‘ intended for sale’’ from the preceding 
year which, according to our formula, must be added to a part 
of the ‘‘ social product ’’ in order to obtain our denominator 
‘* goods intended for sale,’’ which will thus be larger in amount 
than would the denominator of Neisser’s proposed ratio.°° 

Since the ‘‘ part ”’ of the ‘‘ social product ’’ to which reference 
has been made is included in our denominator, though it is not 
identical with it, our formula will, in many cases, register 
movements similar in direction to those which would be recorded 
by Neisser’s formula. It is also true, however—and this is 
the really important point—that the movements in the figures 
derived by use of the two formulas might easily show important 
divergences. One would, in fact, expect such divergences when- 
ever the amount of ‘‘ carryovers ’’ from the previous year did 
not change in precisely the same direction, and to precisely the 
same extent, as did the amount of relevant ‘‘ production.”’ 
Since there are strong a priori reasons for believing that 
“stocks ’’ and “ production ’’ will often vary in opposite direc- 
tions, it would be dangerous to-assume that the formula proposed 
by Neisser would in every case give the same results as ours.® 
This, in itself, should have called for a modification of Neisser’s 
formula in the direction here proposed—viz. the substitution 
of ‘‘ goods intended for sale ’’ for the social product, and the 


of goods by the ratio It is worth asking, 


5210s, Dp. 28. 

°° T am assuming, of course, that a user of Neisser’s formula would, on 
the basis of our other objections to the ‘social product’? as the denomi- 
nator in the fundamental ratio, use only that part thereof which can be 
shown to be immediately relevant to the problem of the determination of 
the price-level. 

°! Something of the same sort may be said with respect to the proposal 
to use “stocks on hand” as the denominator in our fundamental ratio. I 
shall discuss this proposal at greater length in a later paper on ‘‘ The 
Statistical Measurement of the ‘ Velocity of Circulation of Goods.’ ” 
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inclusion, in the former variable, of ‘‘ stocks of commodities 
intended for sale.’’ 

There is still another reason—quite aside from the existence 
of stocks of commodities and the possibility of variations in 
their amount—which may be adduced in support of our conten- 
tion that the variable ‘‘ goods produced ”’ is not inclusive enough 
to serve as the denominator in our fundamental ratio. The 
simple fact involved is one to which we have had occasion to 
eall attention in another connection—viz. the fact that the 
category of ‘‘ goods intended for sale’”’ is continually being 
fed by the return of durable goods from consumption uses—in 
other words by a bringing into the market of goods which 
previously had not been “‘ intended for sale.’’*? It may be 
granted that the quantity of such goods is probably small as com- 
pared with the quantity of goods produced currently for sale. 
Yet it is also true that such goods as are able and are likely 
to return to resale after a sojourn in consumption uses are 
concentrated within a comparatively narrow range of types 
of goods. In this connection, one thinks, for example, of such 
articles as automobiles, residences, and certain staple com- 
modities such as rubber and copper.**® In view of this fact, 
the smallness of the absolute amount of these goods relatively 
to the total of goods offered for sale may easily mislead the 
investigator who, in trying to explain the prices of goods of 
these comparatively few types, would regard only “‘ current 
production for sale’’ as the factor on the ‘‘ goods-side’’ of 
the equation. Here again, therefore, is an argument for 
preferring, as the denominator of our fundamental ratio, ‘‘ goods 
intended for sale,’’ as contrasted with ‘‘ goods produced.”’ 


Vil 


Reference was made, in the first part of this paper, to certain 
‘analytical difficulties ’’ which have been introduced into the 
problem of defining the velocity of circulation of goods by writers 
who have selected ‘‘ goods produced ”’ as the magnitude to which 
the ‘‘ velocity ’’ factor is to be applied.“* The considerations 
involved are quite distinct in their nature from those which 


62 See, on this point, Economica, No. 38, p. 438. ; 

63 See, e.g., the statistics with respect to the export trade in “‘ scrap and 
old rubber ” given in the United States Daily for March 4th, 1932. See also 
the discussion of ‘‘ scrap, or secondary copper ’’—i.e., ‘‘ metal that has been 
recovered from industrial uses to which it had previously been put ’’—in 
Index (published by Svenska Handelsbanken), Vol. VI, no. 70 (October, 


TOZL), Ps 220. . 
64 See the first part of this paper, Economica, No. 38, p. 449. 
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have led us to argue that the term ‘‘ goods produced ”’ is at 
once too inclusive and not inclusive enough to serve as the 
denominator in our fundamental ratio. They are, as a matter 
of fact, involved also in any attempt to understand precisely 
what is meant by the expression ‘‘ goods intended for sale.” 
It is, therefore, necessary to examine these difficulties in greater 
detail. 

Fundamentally, the confusion to which attention is here being 
called may be said to derive from the ambiguity which attaches 
to the notion of ‘‘ production,’’ as used by different economists. 
In particular, it may be said to derive from that usage according 
to which the ‘‘ process of production ”’ is regarded as lasting 
until the good ‘‘ produced ”’ is in the hands of the final con- 
sumer. For many problems, unquestionably, this usage is 
absolutely necessary in the interests of clear thinking. Yet the 
interests of clear thinking demand, no less imperiously, that 
the usage just described shall not be applied unintelligently 
to the specific problem with which we are here concerned—viz. 
the definition of the ‘‘ goods’ to which the factor ‘‘ velocity 
of circulation ’’ is to be applied. 

The concrete application to which objection is here made is 
that which finds expression in the suggestion that since the 
process of production is to be regarded as a continuous one, 
extending from the first collection of the raw material to the 
final sale of the finished product, it is possible to regard— 
let us say—the wheat which is harvested on the farm as the 
same good that the consumer finally purchases in the form of 
bread. In accordance with this notion, the ‘“‘ velocity of 
circulation of goods ’’ is then defined as the ‘‘ number of times 
goods change hands [for money] on the way from the producer 
to the consumer.®*’ More concretely : when the ‘‘ wheat ”’ leaves 


@ 

65 It is only fair to say that some of the writers who have defined the 
‘‘ velocity of circulation of goods ”’ as the ‘‘ number of times goods changed 
hands on the way from the producer to the consumer ’’ may be interpreted 
as having had in mind the production and “ consumption’ of a good 
unchanged in form—‘‘ consumption,” in this instance, including the ‘“ con- 
sumption ”’ of raw materials, let us say, by the manufacturers. Sismondi, 
for example (op. cit., pp. 119 f), though he defines the velocity of circula- 
tion of goods as ‘‘number of markets to which the goods have been sub- 
jected from the producer to the consumer,” gives only the example of a 
‘“‘ piece of cloth’? which changes hands about four times a year, without 
indicating whether he would consider the cloth as the ‘“‘ same good ’? when 
it takes the form of a suit of clothes. (See, however, the interpretation 
of Sismondi which is implied in the discussion of this author by E. Kellen- 
berger (Geldumlauf und Thesaurierung (1920), p. 70). Similarly, Fawcett, 
who speaks (op. cit., pp. 365 f.) of the ‘“‘ number of times a commodity is 
bought and sold before it is consumed,” gives, as an example, the buying 
and selling of a “sack of flour”? ten times—but he adds: “ Before it 
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the hands of the miller in the form of flour, the total volume 
of sales may be increased ; but, according to this approach, the 
quantity of ‘‘ goods intended for sale’? does not increase. ‘The 
effect of the miller’s action, that is to say, is regarded as being 
in all respects identical with that of the middlemen who sell 
the same bushel of wheat several times before it reaches the 
miller. ‘The position which I propose to defend, on the other 
hand, is that the two cases are not to be regarded as identical ; 
that, on the contrary, the sale of the flour by the miller should 
be regarded as the sale of a different commodity, not as a resale 
of the same commodity, of such a kind as to call for an increase 
in that component of the velocity of circulation of goods which 
we have called the ‘‘ number of middlemen’s sales.’’ 

The suggestion that a change in the form of a good is of no 
significance for the problem of measuring the ‘‘ number of 
changes of hands’’ through which goods pass—i.e., their 
velocity of circulation, in so far as the latter is affected by the 
number of middlemen’s sales, is one that can claim high 
authority. It seems to have been supported, for example, by 
John Stuart Mill®®; and it has found support among the writers 
of our own day.®’ Nevertheless, it is difficult to feel otherwise 


reaches the baker who bakes it.’? Contrast with this example those quoted 
in note 67, infra, from writers such as Eggenschwyler, Lehfeldt, Robertson, 
and Hirsch. Likewise, Bullock, though speaking (op. cit., p. 238) of the 
“average number of times each commodity changes hands on its way 
from producer to consumer,” gives the following example: ‘‘ A commodity 
may be produced by a farmer or a manufacturer, then sold to a whole- 
sale dealer, then sold by the wholesaler to a retail merchant, then sold 
by the retailer to the person who is to consume it.” I have italicised the 
word ‘ or,’? by way of calling attention to the fact that there is nothing 
in Bullock’s example which would imply a belief that a good sold by a 
farmer to a manufacturer is to be considered as the ‘‘same”’ good sold 
twice, after the manufacturer has sold his product. Contrast, with such a 
statement as Bullock’s, that cited from J. S. Mill in the following note. 
In the same way, Walré de Bordes, who speaks (op. cit., p. 165) of the 
“average time needed by the goods to reach the consumer from the pro- 
ducer,” gives examples which are free from any unequivocal suggestion 
to the effect that successive sales of ‘‘ goods’”’ by the producer of raw 
material and the producer of the goods manufactured from that raw 
material, are to be regarded as representing two sales of the same 
‘© good.’’ : a 

66 In his Principles (ed. Ashley, p. 494), Mill remarked that ‘‘ goods 
must ... be counted more than once, . . . because most things pass through 
the hands of several sets of manufacturers and dealers”: a statement 
which should be contrasted with that quoted from Bullock, in the preceding 
note. The same type of reasoning seems to be implied in the discussion of 
the concept of a “ velocity of circulation of goods’ by H. V. Poor, Money 
and its Laws (1887), p. 337, in the course of which the author speaks of 
merchandise having been ‘“‘ productively consumed,” only to ‘‘ reappear 
in the same or other forms.” : 

67 Hobson, e.g. (op cit., p. 9), declares that ‘‘ the same articles or ser- 
vices, changed or unchanged in their shape or nature, may be sold many 
times during the same year’; and he also speaks of ‘‘ goods which figure 
several times in processes of purchase, for example, as raw materials, semi- 
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than that such an approach can only help to conceal, rather 
than illuminate, the nature of those forces affecting the price- 
level which may be regarded as being summarised in the notion 
of a ‘‘ velocity of circulation of goods.”’ 

First, as to the logical basis of the proposed usage. As a 
matter of fact, it is highly doubtful whether this usage is really 
a fair deduction from that concept of production which might 
be thought to underlie it—viz., the concept of production as 
continuing from the first collection of the raw material to the 
final sale of the finished product. After all, according to the 
central idea contained in the notion of a continuing ‘“‘ produc- 
tion ’’ which is here under discussion, account ought to be taken 
of the ‘‘ accretion of utilities ’’ during the period involved, since 
each change in the “‘ form ’”’ of the good may be assumed to 
represent an “‘ addition ’’ of utility to the good, and therefore 
an increase in total production. Yet, obviously, the effect of 
considering the good which passes through a series of techno- 
logical processes as the ‘‘ same ’”’ good is precisely to ignore 
the fact that ‘‘ production,’? in the sense of an addition to 
the sum of utilities, is increasing, and that what has really 
happened is not a change in the number of hands through which 
the “‘ same good’’ passes, but a change in the quantity of 
goods. If the writers proposing the usage under discussion 


and fully-manufactured material, wholesale and retail merchandise.” 
Eggenschwyler implies a similar type of analysis when (art. cit., p. 223) 
he speaks of bread as having a “‘ velocity of circulation of three,’’ when it 
“passes from the farmer to the miller, from the miller to the baker, and 
from the baker to the consumer.’ (Italics mine.) Similarly, Lehfeldt, in 
discussing ‘‘ how often the same goods are sold,’”’ says (Gold, Prices, and 
the Witwatersrand, p. 53): ‘‘ The wheat that springs up in the fields is 
destined to become bread on the breakfast tables of the people : how often 
does it change ownership in the course of this journey? A piece of iron ore 
in the ground is eventually converted into a razor; how many sales are 
involved before the transformation is complete?’ Cf. also Robertson, who, 
in discussing the forces determining the volume of business transactions 
(Money, p. 31 of the 2nd edition), speaks of the possibility that a change 
in the “‘ organisation of industry ’’ may bring it about that ‘‘ raw materials 
such as cotton and wheat come to change hands more often before taking 
on their final form of shirts and loaves of bread ’’; and J. Hirsch, who 
declares (in the Magazin der Wirtschaft, August 16th, 1928, p. 1277) that 
“the same commodity passes through the channels of trade not once, but 
several times. Grain, which, in the original act of purchase as in further 
trading passes at least through the hands of local purchasers and the traders 
on the central market, appears again in trade as flour, and perhaps again 
in being manufactured into biscuits.’? Attention should be called here also 
to the position of J. Marschak, who, in his article ‘‘ Die WVerkehrs- 
gleichung ”’ (in the Archiv fiir Soz-wiss, u. Soz-pol. Vol. UII (1924), p. 349) 
regards each commodity, “‘ despite all technical metamorphoses,’”’ as “‘ the 
same economic unit,’’ and thus is able to regard his ‘‘ order-index of labour ”’ 
(on which concept see again the second of my Journal of Political 
Economy articles cited in note 3 to the first part of this paper) as the 
equivalent i the “ velocity of circulation of goods”? (Marschak, art. cit., 
P- 349, n. 9). 
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had really been consistent, they would have been well advised 
to adopt the position of writers such as Wicksell and others, 
who would do away entirely with the concept of a ‘‘ velocity 
of circulation of goods,’”’ and put down all changes of the type 
indicated as “‘ increases in production.’’** It is only because 
they did not do so that we now find it necessary to compare the 
results that will be obtained by the use of a notion of a “ velocity 
of circulation of goods ’’ which proceeds upon the assumption 
that a ‘‘ good’’ which is resold is still the same ‘‘ good,” 
regardless of its change of form, with the results which will 
be obtained by the use of a notion which is based upon the 
assumption that the change of form makes the good a different 
good, which is now sold for the first time. 

It must be obvious, first of all, that the method proposed 
by these writers will give a measure for the velocity of circula- 
tion of goods which will invariably be higher than the measure 
obtained by the use of our method. ‘This follows from the 
simple fact that, according to the method proposed, the 
denominator, counting only once, as it does, the “‘ good ”’ which 
appears successively in the form of wheat, flour, and bread, 
will necessarily be smaller than the denominator derived accord- 
ing to our method, which would count these items as different 
“* goods,’’ in each case. There is in this circumstance, of course, 
nothing which can be taken as proof of the superiority of our 
method; the circumstance is mentioned only by way of 
emphasising the fact that the two methods would certainly not 
give the same result. This is quite contrary to what one might 
have been led to believe by the fact that the authors concerned 
have generally seemed to assume that the concept which they 
proposed was the one commonly implied by the expression 
‘velocity of circulation of goods.’’ 

More serious, on the other hand, is the consideration that, 
in practice, it would be virtually impossible to tell, in the case 
of a product newly manufactured from materials of different 


68 The general argument which is here suggested seems to be involved in 
the criticism by Kellenberger, op. cit., p. 70, of Sismondi’s notion of a 
velocity of circulation of goods. Kellenberger, interpreting Sismondi’s 
phrase “from the producer to the consumer ”’ in the sense in which it 
was used by writers cited in the preceding note (cf., however, note 65, 
above), remarks that the ‘‘ value” of the goods will be different at the 
“beginning ” and at the ‘‘end” of the trading process, in view of the 
fact that they must pass ‘‘ from raw material through the first, second, and 
third processing ”?; though the point of Kellenberger’s argument is some- 
what obscured by the fact that it is stated in terms of “‘ values”’ and 
price-differentials due to the addition of profits. On Wicksell and the 
writers referred to in the text, see the second of my two Journal of 
Political Economy articles, cited in note 3 to the first part of this paper. 
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kinds, precisely what the ‘‘ good’’ was which was about to 
be ‘‘resold’’ in a new guise. How, for example, shall we 
disentangle the ingredients which go into the making of a table 
or chair? Clearly, this concept of a ‘‘ velocity of circulation 
of goods ’’ is one which would, in practice, lead to hopeless 
confusion. °° 

The really decisive argument against the usage here proposed, 
however, is one based upon purely analytical, rather than 
“practical ’? grounds. The argument, briefly put, is simply 
this : that it really means sacrificing the chief advantages which 
the concept of a “‘ velocity of circulation of goods ’’ 1s supposed 
to bring us: viz., a means for distinguishing between those 
forces affecting the magnitude of the ‘‘ goods-offers ’’? which 
are to be found in the facts of marketing practice, and those 
which are to be found elsewhere—let us say, in the field of 
production. 

Once more the argument can be made clearer by a concrete 
example. Let us consider two cases of price-decline. The 
first we shall assume to be due definitely to an increased output 
of manufactured goods, such as might be witnessed, let us say, 
after a depression. ‘The other we shall assume to be due to 
a decision on the part of middlemen to force their goods on 
the market—a decision arising either as the result of pressure 
_from their creditors, or as the result of a conviction that because 
of an impending restriction of bank-credit or some other cause, 
a drastic price-fall is imminent. In the second case, both 
methods of measuring the velocity of circulation of goods would 
register an increase in that velocity—since the total volume 
of sales would increase, while the ‘“‘ quantity of goods intended 
for sale’’ would remain constant. In the first case, however, 
our method would show virtually no increase in the velocity 
of circulation of goods, since, although sales would increase, 
the quantity of ‘‘ goods intended for sale ’’ would also increase.” 


69 By way of indicating the complex nature of the difficulties involved, 
attention may be called to the fact that Lehfeldt, despite his utterances 
cited in note 67, above, was prepared (Econ. Journal, art. cit., p. 110) to 
assign a different “ n ’’—i.e., a different velocity of circulation of goods—to 
‘instrumental goods’ and the ‘consumption goods”? manufactured by 
means of those instrumental goods; even though, presumably, by ordinary 
methods of estimating ‘‘ depreciation,’’ a certain proportion of the “ instru- 
mental goods ’”’ may be regarded as having been absorbed in the manu- 
facture of the ‘‘ consumption goods.’’ 

7 T have included the word “ virtually ” in this generalisation for the 
same reason which led me to add the protecting phrase “in large part,” 
in note 48, to the first instalment of this paper. In both cases, however, the 


difficulty involved is not of a kind which is strictly germane to the present 
discussion. 
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The alternative method, on the other hand, would show not 
an increase in the quantity of goods, but an increase in the 
velocity of circulation of the same goods. ‘This follows from 
the obvious fact that although sales have increased, the 
““ quantity of goods,’ as defined by the proposed method, would 
show no increase, but merely a change of form in the same 
quantity of goods—the increase in production, by the terms 
of the problem, being confined entirely to manufactured goods. 

Surely, this is an extremely misleading use of the notion of 
a “‘ velocity of circulation of goods.’’ It may be granted that 
there is a sense in which, under the conditions described, we 
may speak of an increase in the “‘ rate of flow’”’ of goods to 
market—this “‘ rate of flow ’’ representing the speed with which 
goods pass through the different steps of the productive process. 
Yet it must be obvious that, in the interests of clarity, such a 
speeding-up in the “‘rate of flow’’ of goods—which may be 
characterised as a quickening of the technological as opposed 
to the marketing ‘‘ rate of flow’’—should be placed in an 
entirely different category from one proper to those changes 
in the ‘‘rate of flow of goods to market’’ which derive 
immediately from the facts of marketing practice.” 

There is hardly any point involved in the problem of defining 
the concept of a “‘ velocity of circulation of goods’’ with respect 
to which it is more important to establish clarity than is the 
case with respect to this distinction which we have just drawn 
between the ‘‘ technological’ and the ‘‘ marketing ”’ rates of 
flow of goods. It is precisely because of a failure to establish 
clarity with respect to this distinction, for example, that so 
much ambiguity has arisen in connection with the meaning 
of such expressions as ‘‘ the velocity of exchanges,’’ or the 


71 It is, of course, not suggested that what we have called the ‘‘ marketing 
rate of flow”’ will never be affected by factors that may fairly be called 
technological in nature. One thinks, for example, of factors controlling 
the speed of means of transportation. According to the usage here proposed, 
unless a change in form is involved, a delay in transportation will be 
registered in a reduction in the ‘ rate of sale,’’ or the ‘‘ velocity of circula- 
tion” of goods. If is, of course, also true that a delay in transportation, 
for example, may have the effect of slowing down the process of production, 
which is often dependent upon the prompt shipment of the materials of 
manufacture. Yet I see in the mere fact that the ‘ rate of sale,” as well 
as the amount of “ goods produced,” may be affected by technological 
factors, no reason for arguing that there is something fundamentally wrong 
with our argument that, in the interests of clarity, ‘‘ speed of production ’ 
and ‘‘speed of sale ’—or, to use the terms suggested in the text, the 
“ technological ’’ and the ‘‘ marketing ”’ rates of flow—should be kept con- 
ceptually separate. Under the method proposed, changes in speed of trans- 
portation are allowed to affect both ‘‘ production ” and ‘‘ sales,” 
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velocity of circulation of real income. It is this failure, 
also, which has led to the unfortunate introduction into the 
problem of defining the velocity of circulation of goods of an 
element which should have been dealt with in an entirely 
different setting—viz. the ‘‘ lengthening ’’ of the ‘‘ period of 
production ’’ of goods.”* It is this failure which has led to 
the confusion with respect to the various forms of the doctrine 
alleging that the velocity of circulation of money is “‘ deter- 
mined by ”’ the ‘‘ velocity of circulation of goods.’’ It is 
this failure, finally, which has in a number of cases led to 


72 See, for an example of lack of clarity on this point, Aupetit, who speaks 
(op. cit., p. 127) of the ‘‘ velocity of production ’’ as being apparently equiva- 
lent to both the “‘ velocity of circulation of goods ’? and something which he 
calls the ‘‘ velocity of exchanges,’’ without indicating whether he means by 
“velocity of production ”’ the velocity of circulation of goods which have 
been produced, or the “ speed ’’ with which those goods pass through the 
successive stages of production. Something of the same sort may be said 
of Budge when (Grundziige der theoretischen Nationaldkonomie (1925), p. 168) 
he speaks of the ‘‘ individual parts of real income ’’ coming on the market 
‘‘more quickly.’’? Does he refer to the ‘‘ rapidity ’’ with which the ‘‘ real 
income ”’ is produced? See, in this connection, the same author’s Lehre 
vom Geld (1931), p. 174. The same type of confusion between the ‘‘ techno- 
logical ’? and the ‘‘ marketing ” rates of flow seems to me to be involved 
in the suggestion of R. H. Lounsbury to the effect that the “rate of 
turnover ’’ of goods may be applied indiscriminately to the ‘‘ same ”’ or to 
an ‘‘equal’’ quantity of goods. (See, on this point, note 39 to the first 
instalment of this paper.) Obviously, the appearance on the market, within 
the same unit of time, of a quantity of goods which is equal to that which 
has already been “ produced, exchanged, and consumed,’’ means a doubling 
of the quantity of goods intended for sale during the period—as Lounsbury 
himself admits when he speaks of such a development resulting from a 
speeding up of ‘‘ production.” 

73 D. H. Robertson, e.g., in his Money (p. 112 of the 2nd edition), speaks 
of the ‘‘ speed with which, on the average, goods are made ready for the 
consumer’s use,’”’ as being dependent upon “ the length . . . of the average 
period of production of goods,’? making no distinction between such factors 
as the speed with which ‘‘ a vast sausage machine ”’ operates, and the factors 
which lead to a “ piling-up of stocks in the hands of merchants and 
retailers ’’ (op. cit., p. 170), both being held to involve ‘‘ a lengthening of 
the total period of production of goods ’”’ (cf. also the same author’s Bank- 
ing Policy and the Price Level, p. 75). See also, in this connection, 
G. Haberler, ‘‘ Die Kaufkraft des Geldes und die Stabilisierung der Wirt- 
schaft,’”? in Schmollers Jahrbuch, Vol. LV (1931), pp. 1014 f. Haberler 
speaks of a ‘lengthening of the productivé process ’’ as being involved 
‘“ whenever every commodity must change hands oftener in its passage 
through the chain of producers and processors until it reaches the final con- 
sumer.’’ It is only fair to Dr. Haberler to call attention to the fact that, 
in a footnote, he points out that this generalisation is not strictly accurate 
“because the lengthening of the productive roundabout process may also be 
effected within one enterprise.” Nevertheless, I cannot help feeling that 
the use of the expression ‘‘ lengthening of the productive process”? as an 
equivalent to “‘ increase in the number of middlemen’s sales ”’ is a dangerous 
one which, when presented to careless readers, may easily lead to confusion 
pee the “‘ technological ’’ and “ marketing ’’ aspects of the “ flow of 
goods. 

747 have in mind here the usage which would make the expression 
‘velocity of circulation of goods’ equivalent to what would properly be 
called the ‘‘ tempo of the productive process.’? On the confusion which this 
usage has engendered, see my article in the Zeitschrift fiir National- 
dkonomie, referred to in note 2 to the first part of this paper. 
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the suggestion that there is no room, in a properly developed 


set of analytical tools, for a concept which may be called the 
“velocity of circulation of goods.’’” 


VIII 


We have already, on several occasions, called attention to 
the fact that, broadly speaking, the influences which may be 
expected to cause variations in the figure representing the 
“velocity of circulation of goods ’’ may be summarised under 
two principal heads—viz., what may be called the ‘“‘ rate of 
sale ’’ of goods on the one hand, and the degree of differentia- 
tion in the processes of production and marketing, on the 
other.’* I have, on another occasion, dealt with the suggestion 
that there are a priori reasons for feeling free to disregard either 
or both of these two types of influence as factors affecting the 
price-level, and I shall not here repeat the argument which is 
involved in a refutation of this suggestion.” If there be an 
objection to the use of a figure for the “‘ velocity of circulation 
of goods,’’ when that “‘ velocity ’’ is regarded as being defined 

physical volume of sales of goods 
physical volume of goods intended for sale, 
it must rest on some ground other than that represented by 
the suggestion that the forces which such a figure purports 


by the formula 


75 Again I must refer the reader, in this connection, to the second 
of my two Journal of Political Economy articles, referred to in note 3 to the 
first part of this paper. At this point, it should be sufficient to cite a very 
significant passage from Holtrop, whose ultimate position, as I have tried 
to show in the article cited, amounts to a virtual denial of any importance 
to the ‘‘ velocity of circulation of goods” as a price-making factor, On 
p. 170 of his De Omloopssnelheid van het Geld, Holtrop discusses the factors 
which determine the ‘‘ velocity of circulation of goods.’’ ‘‘ This velocity,” 
he says, ‘‘ is determined by two factors: the rapidity with which the goods 
pass through the economic system, and the number of economic units 
through whose hands they pass during that time.’’ That Holtrop means to 
suggest, by his first factor, the technological, rather than the marketing 
rate of flow, is clear from the fact that he proceeds to argue, on the very 
same page, that this ‘‘ rapidity’ is determined ‘‘ by the technique of 
production.” It is, of course, obvious that if it were, in fact, true that 
the only ‘‘ rate of flow’ of goods of which one may intelligently speak is 
the technological ‘‘ rate of flow,’’ there would be a great deal more justifica- 
tion for the position of Wicksell, to the effect that there is no sense in 
speaking of a ‘‘ velocity of circulation of goods,’’ since goods would not ‘ in 
fact ‘circulate’ at all, but merely traverse a more or less direct route 
between producer and consumer.”’ ) 

76 The reader is reminded that we are, of course, speaking here not of 
technological ‘ differentiation ’’—i.e., a splitting-up of manufacturing pro- 
cesses among several machine units—but of what might be called a “ busi- 
ness ” differentiation, in the sense of a splitting up of the processes of 
production and sale between independently buying and selling units. 

77 See again, on this matter, the second of my Journal of Political Eco- 
nomy articles, cited in note 3 to the first part of this paper. 
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to summarise are not important factors in the determination 
of the price-level. 

One may imagine, for example, the objection that the useful- 
ness of such a figure would be impaired by reason of the fact 
that it registers simultaneously the effect of two factors quite 
different in their nature—viz. the ‘‘ number of middlemen’s 
sales,’? on the one hand, and the “ rate of sale,’’ on the other. 
This is an objection which deserves careful consideration. 

As it happens, some writers have on occasion used a type 
of analysis or exposition which would indicate that not both, 
but only one, of these two factors would be registered in what 
amounts to a figure for the velocity of circulation of goods. 
If, for example, one were to accept literally the suggestion 
of Holtrop referred to above, to the effect that the only “‘ rate 
of flow’’ of goods of which it is possible to speak is the 
technological rate of flow, then his list of factors affecting the 
“* velocity of circulation of goods’? would reduce to one factor, 
viz. ‘‘ the number of hands through which goods pass ’’—1.e., 
the number of middlemen’s sales.’* Per contra, the use, by 
Neisser, of the expression ‘“‘ velocity of sale’? (Absatz- 
geschwindigkeit), in place of what we have called the “‘ velocity 
of circulation of goods,”’ has the disadvantage that it suggests 

volume of sales of goods 
volume of goods intended for sale 
by only one of the factors which have been mentioned, viz. 
the ‘‘rate of sale.’ Still other writers have left room for 
confusion by regarding the ‘‘ insertion of new intermediaries 
between producer and consumer’’ as being another way of 
describing a “‘ lengthening of the period of sale.’’®° 

Now, it is perfectly true that in many cases a decline, for 
example, in the number of middlemen’s sales might be found 
to be accompanied by a decline in the “‘ rate of sale.’? Thus, 
if we are to accept the judgment of Lehfeldt—in which he 
was supported by Edgeworth—there was, in war-time England, 
as the result of certain “‘ difficulties placed in the way of trade,”’ 


is determined 


that the ratio 


78 On Holtrop, see especially note 75 above. 

79 Tt is only fair to Neisser to point out that he himself mentions (op. cit 
p. 8) the circumstance that ‘one and the same commodity is turned overt 
several times against money ’’ as one of the factors which will affect the 
“relation . . . between the volume of turnover and the annual social pro- 
duct ’’—in other words, the velocity of circulation of goods. My objection 
is, therefore, to the language of Neisser’s exposition, rather than to the 
Seas of oe analysis. 

3° So, e.g., E. von Mickwitz, ‘‘ Kassenhaltung und Preisniveau,” in Archi 
fiir Soz.-wiss. u. Soz.-pol., Vol. XII (1929), Estes note 35. pase at; 
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a decrease in the ‘‘ number of middlemen’s sales ’’ at the same 
time that these middlemen themselves probably desired to 
“withhold ’’ goods from the market, and thus reduce the ‘‘ rate 
of sale,’ in the hope of securing higher prices.*' Yet there 
is obviously no reason for assuming that the two inevitably 
go hand in hand. An increase in the ‘‘ number of middlemen’s 
sales’ has been regarded as a probable phenomenon during 
periods of inflation ever since the early part of the nineteenth 
century” ; and it has been alleged that such an increase actually 
accompanied a decline in the ‘‘ rate of sale ’’ in Austria, during 
the period of extreme inflation there.** It is, therefore, not 
possible to meet the objection with which we are here 
concerned merely by assuming that the two types of phenomena 
will always operate in the same direction. 

Yet I see no reason for rejecting the concept of a ‘‘ velocity 
of circulation of goods,’’ as defined by us, in toto, simply 
because such a concept, when statistically measured, will reflect 
the effect of these two types of causative factors. Admittedly, 
the case would be quite different if either of these two types 
of phenomena, judged analytically, did not deserve to be 
regarded as representing a development which could properly 
be characterised as a change in “‘ velocity of circulation.”’ In 
earlier parts of this paper, for example, we had occasion to 
object to certain usages which would have regarded as changes 
in the ‘‘ velocity of circulation ’’ of goods something which 
is properly to be regarded in an increase in the quantity of 
goods, their ‘‘ velocity of circulation’ in fact remaining the 
same. In this case, however, it can be shown that both types 
of phenomena under discussion deserve to be characterised as 
involving changes in “‘ velocity of circulation.”’ 

That a change in what we have called the ‘‘ number of 
middlemen’s sales,’’ for example, deserved to be so characterised 
will certainly not be denied by anyone accustomed to think 
of “‘ velocity ’’ in terms of what Holtrop has called the ‘‘ motion- 
theory ”’ of velocity of circulation—1.e. in terms of the “‘ number 
of times money passes from hand to hand.’”’? The notion of a 


¢ 


81 See Lehfeldt, Econ. Journal, art. cit., p. 111; and cf. Edgeworth, Papers 
on Political Economy, Vol. III, p. 256 (also the same author’s Currency and 
Finance in Time of War (1918), pp. 11, 38). : 

82 See, e.g., F. Nebenius, Der Gffentliche Credit, I, pp. 124 f. of the 
second (1829) edition. 

83 So, e.g., Walré de Bordes, op. cit., pp. 166 f. The same statement has 
been made with respect to Germany. See, e.g., F. D. Graham, Exchange, 
Prices, and Production in Hyper-Inflation: Germany: 1920-23 (1930), pp. 99 ff. 
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change in the “rate of sale’’ of goods, on the other hand, 
will be perfectly familiar to anyone accustomed to think in 
terms of what has been called the ‘‘ cash-balance approach ”’ 
to the problem of velocity of circulation, and of that particular 
application of this approach which involved the idea of a “ rate 
of exhaustion ’’’ of a stock of money.** To deny the right 
of either type of phenomenon to be regarded as an aspect of 
‘“‘ velocity of circulation’? would be to raise questions with 
respect to the validity of the contents not only of the concept 
of the velocity of circulation of goods, but of the concept of a 
velocity of circulation of money as well.*° 

It remains true, of course, that so long as more than one 
type of causative factor is recognised as being at work, any 
statistical figure for the ‘‘ velocity of circulation of goods ”’ 
must be regarded as the mere resultant of a complex set 
of forces which it will be the duty of the investigator to 
unravel, with the aid of whatever additional information he can 
assemble. Yet, surely, this is true also of any statistical figure 
which might be obtained in economic investigation. It would 
certainly be true, for example, of a statistical figure purporting 
to measure the velocity of circulation of money itself. Hardly 
anybody, surely, would deny that an attempt to establish a 
statistical measure for the velocity of circulation of goods, 
defined as we have it, would be a desirable first step in the 


84 See especially, in this connection, the discussion of the analysis of such 
a writer as Bresciani-Turoni, in the first of the two Journal of Political 
Economy articles cited in note 3 to the first part of this paper. My reference 
to the different implications of the ‘‘ cash-balance approach ”’ to the problem 
of velocity of circulation and the ‘‘ motion-theory ” of velocity should, of 
course, not be taken as suggesting support of those writers whose discus- 
sion of the two approaches would imply that the results obtained by the 
use of the two would necessarily differ in analytical content. I shall deal 
with this matter at length in my book on The Velocity of Circulation of 
Money; I am suggesting here only that eacli type of implication would 
present itself more readily to the partisans of that one of the approaches 
indicated than it might to partisans of the other approach. 

85I have not thought it worth while to go here into all the questions 
which are raised by certain statements that have been made with respect 
to alleged ‘‘ differences ’’ between the concept of a velocity of circulation 
of money and the concept of a velocity of circulation of goods. For example, 
Neisser (op. cit., p. 27 n.) has suggested that the concept of a “ velocity of 
circulation of goods,’’ unlike the concept of a ‘ velocity of circulation of 
money,’ involves ‘‘no reference to time.’? This statement seems to me 
definitely erroneous. The reasons for regarding it as erroneous, however, 
are precisely the same as those which would justify us in rejecting those 
concepts of the velocity of circulation of money which are supposed to 
‘“ involve no reference to time.’’ For a discussion of these concepts—which 
have been associated with the names of the elder and the younger Mill— 


I must refer the reader to my forthcoming book on The Velocity of Circula- 
tion of Money. 
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attempt to understanding the nature and extent of the influence 
which this velocity exerts upon the price-level. 

The really important thing to say of a figure for the velocity 
of circulation of goods, of the kind described, is that its attain- 
ment would by no means close the door to further analytical 
investigation with respect to the nature of the forces controlling 
its magnitude. Consider, for example, the notion of a “‘ rate 
of flow of goods,’’ in what we have called the ‘‘ marketing ” 
sense of the term. What factors control the magnitude of this 
“rate of flow’’? Mr. D. H. Robertson has suggested, though 
not quite in these terms, that it would be desirable to 
distinguish between what may be regarded as ‘“‘ designed ” 
changes in the rate of flow—such as might result in time of 
boom—and ‘“‘ involuntary ’’ changes, such as might result from 
a forced accumulation of goods in time of slump.*® This is, 
however, only one of the many analytical possibilities which 
a closer study of the phenomenon under discussion is likely 
to suggest to a fresh worker upon the problem. 

One thinks, for example, of the possibilities which may be 
revealed when, after the first attempts to measure statistically 
the ‘‘ velocity of circulation of goods ’’ will have met with some 
degree of success, attention will be directed towards measuring 
the ‘‘ velocity of circulation ’’ of individual types of goods. It 
is true that most of the writers who have used the concept of 
a ‘‘ velocity of circulation of goods’’ have, explicitly or 
implicitly, dealt with the average velocity of circulation of all 
goods.*’ Yet it is not to be forgotten that the trend of much 
of the most suggestive discussions we have had in recent years 
with respect to the forces determining the velocity of circulation 
of money has been in the direction of breaking through the 
‘average ’’ figures of velocity in order to obtain an under- 
standing of the velocities which attach to special types of cash 
balance.** ‘There is, therefore, no reason why further progress 


86 See D. H. Robertson, ‘‘ The Monetary Doctrines of Messrs. Foster and 
Catchings,” in the Quart. Journ. Econ., Vol. XUIII (1929), p. 495. Robert- 
son speaks of variations in the ‘‘ stocks of goods,” rather than in the 
“rate of flow’ of goods. The question as to the extent to which statistics 
with respect to the size of ‘‘stocks’’ may be used as a substitute for 
statistical measurement of the ‘‘ velocity of circulation of goods ”’ itself, 
is one discussion of which I must defer to a later occasion. It is obvious, 
however, that Robertson is here discussing the type of phenomenon which 
the concept of a ‘‘ rate of flow”’ of goods is designed to cover. 

87 This is true, for example, even of Lehfeldt. See, e.g., his Gold, Prices, 
and the Witwatersrand, p. 53. On Lehfeldt’s position otherwise, see note 
89 below. dae ‘ B a 

88 On the general desirability of breaking down the ‘ average ” figures 
which usually appear in discussions of the variables in the equation of ex- 
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on the problem of understanding the forces controlling the 
“velocity of circulation of goods ’’ should not take the same 
line. ‘This possibility has already been envisaged by writers 
of high standing in the field*®; and such crude statistical data 
as are available would indicate that the probability of discover- 
ing significant variations as between the “‘ rates of turnover ”’ 
of different types of goods is anything but a remote one.”° 

In any event, the primary purpose of this article has been 
to remove such obstacles to the acceptance of the concept of a 
‘velocity of circulation of goods,’’ as may have been due to 
the ambiguity which has heretofore surrounded the definition 
of that concept. ‘The next step would seem to be to attempt 
a statistical measurement of this velocity, defined as we have 
defined it, in the hope that the demonstration of the possibility 


change, see, e.g., G. Del Vecchio, ‘‘ Un Capitolo di Teoria Monetaria,” in 


Rivista Bancaria, Vol. VI (1925), pp. 1 f. Cf. the same author’s Grundlinien 
der Geldtheorie (1930), pp. 119 f.; also F. A. Hayek, Prices and Production 
(1932), pp. 25 f. Neither of these writers seem to have in mind differentia- 
tions of precisely the type hinted at in the text; but it is hardly possible 
to do otherwise than to welcome wholeheartedly the type of emphasis which 
is implied in their generalisations. So far as the breaking down of 
‘average ’’ velocities is concerned, it should be sufficient, at this point, to 
mention the suggestions of Hawtrey with respect to ‘‘ consumers’ ”’? and 
“ traders’ ’’ balances, and of Keynes, with respect to the desirability of 
distinguishing between ‘“‘ income deposits,’’ ‘‘ business deposits,’’ and ‘‘ sav- 
ings deposits ’’—to say nothing of the suggestion of certain German writers 
with respect to the “‘ current ’’ and ‘‘ reserve ’’ portions of a single cash- 
balance. 

89 See, e.g., Lehfeldt, Econ. Journal, art. cit., p. 110, on the probability 
that the figure for his n—‘ the number of times any piece of wealth is sold ” 
—will be found much lower in the case of what he calls ‘‘ instrumental 
goods’ than it will in the case of ‘‘ consumption goods.’’ In the first 
edition of his Eléménts, Léon Walras had gone further in that he proposed 
the use of a separate ‘‘ coefficient of circulation ’’—i.e., velocity of circula- 
tion—for each type of good, whether it were an ‘‘ instrumental’? good or 
not. See, on this point, my article, ‘‘ Léon Walras and the ‘ Cash-Balance 
Approach ’ to the Problem of the Value of Money,’’ in the Journal of Pol. 
Econ., Vol. XXXIX (1931), p. 577. See also, in this connection, Taussig, 
Principles, I, p. 237; and cf. Hayek’s suggestion with respect to the 
possibility of different ‘‘ coefficients of money-transactions ’’? at different 
“stages ’’ in the productive process (p. 299, infra, and note 108, thereto). 

9° T have in mind here the figures which have been collected within recent 
years with respect to variations in stocks of commodities on hand. In-a 
later paper, I shall discuss the problems which arise when it is proposed to 
use thése figures for ‘‘ stocks ’’ as a direct measure of ‘‘ goods intended for 
sale.” The point to which I wish to call attention, however, is that the 
results of many of the investigations which have been made with respect 
to the size of ‘stocks’ are such as to support the suggestion that con- 
siderable variations in the ‘‘ rate of turnover ’? may be expected for different 
types of goods. See, on this point, the ‘‘ samples ’’ of what has been called 
the “stock burden”? or the ‘rate of turnover”? of stocks, in different 
industries, as well as for different types of business—such as wholesale and 
retail trade—given by L. S. Lyon, Hand-to-Mouth Buying (1929), chs. xii 
and xiv; J. Hirsch, ‘‘ Der amerikanische Handelszensus,’? Magazin der Wirt- 
schaft for 1928, pp. 1278, 1282; G. Keiser and Carl Ruberg, (Umsatz und 
Lagerhaltung im deutschen EHinzelhandel seit 1924), Vierteljahrshefte zur 
Konjunkturforschung, Berlin, Sonderheft 14 [1930], pp. 62 ff. 
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of such a statistical measurement, together with the discussion 
that is bound to be engendered by the results obtained, would 
do more than anything else to procure general acceptance of the 
concept of a ‘“‘ velocity of circulation of goods,’’ and its 
incorporation as an accepted tool for purposes of general 
monetary theory and the theory of the business cycle. In a 
paper which I hope to publish shortly, I propose to examine 
the nature of the difficulties involved in the statistical measure- 
ment of the “ velocity of circulation of goods,” the possibility 
of overcoming these difficulties by the collection of adequate 
statistics, and the implications of the evidence which has been 
or may be adduced as an indication of the actual extent of 
the variations in this ‘“‘ velocity,’’ when defined as we have 


defined it. 


IX 


It is impossible to leave the problem of defining the concept 
of a “‘ velocity of circulation of goods ’’ without saying some- 
thing with respect to its relationship to the concept of a 
““ coefficient of money transactions,’’ as developed by F. A. 
Hayek, in his extremely interesting little book Prices and 
Production.** 

It is of the first importance to notice that Hayek does not 
himself suggest that his ‘‘ coefficient of money transactions ”’ 
is intended to cover precisely the same range of phenomena, 
or to be used in precisely the same type of problem, as is the 
case with respect to the concept of a “‘ velocity of circulation 
of goods.’? Nevertheless, it is highly desirable to establish 
the precise relationship between the two concepts—and that 
for at least three reasons. 

In the first place, the purpose underlying Hayek’s concept 
to some extent overlaps that which may be held to underlie 
the notion of a ‘‘ velocity of circulation of goods.’’ In the 
second place, Hayek’s actual formula for his “ coefficient of 
money transactions ’’ is very close to that which some writers 
have proposed as a formula for the velocity of circulation of 
goods. On at least one occasion, moreover, Hayek refers to 
his coefficient in terms which have sometimes been used to 
characterise the ‘‘ velocity of circulation of goods’’—viz., as 
measuring ‘‘ the rate at which goods are exchanged against 


91] wish to take this occasion to express my gratitude to my colleague, 
Mr. Herbert Tout, whose criticisms of the first draft of this section forced 
me to improve its exposition at more than one point. 
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money.’’*? ‘here is, therefore, some danger that Hayek’s 
concept may, quite unjustly, be placed in the same category 
with that of writers who have given an unsatisfactory definition 
of the “‘ velocity of circulation of goods.’’ In the third place, 
it is worth asking to what extent the special purpose for which 
the concept of a ‘‘ coefficient of money transactions,’’ as defined 
by Hayek, was constructed, would be served by the use of 
the concept of a ‘“‘ velocity of circulation of goods,’’ when the 
latter concept is properly defined. 

1. The purpose underlying the concepts of a 
of money-transactions’’ and a “ 
goods.”’ 

Hayek is interested, as we are interested, in establishing, 
among other things, the place of what we have called the 
‘‘ number of middlemen’s sales ’’ in the statement of the forces 
involved in determining the relation of money to prices.** He 
is also interested—as is pointed out in paragraph 2 below—in 
certain of the considerations which led us to stress the differences 
between ‘‘ goods produced ’’ and ‘‘ goods produced for sale.” 
It is true that he speaks of the effect of these factors in terms 
of the influence of changes in his ‘‘ coefficient of money- 
transactions ’’ upon the ‘‘ amount of money required,”’ or, as 
he sometimes puts it, upon the .“ effectiveness’ of a given 
stock of money.** We have preferred to discuss the problem 
in terms of the necessity for including, in the equation of 
exchange, a special algebraic term which shall represent, among 
other things, the influence of changes in the ‘‘ number of 
middlemen’s sales,’’ and for establishing clarity with respect 
to the precise meaning of the ‘“‘ goods ’’ to which this special 
algebraic term shall apply. It is obvious, however, that the 
two procedures may be regarded as coming to the same thing.*® 


“* coefficient 


velocity of circulation of 


92 Prices and Production, p. 101. P 
_ °8 It is worth while calling attention to the words ‘‘ among other things,” 
in the text. I find that my failure to use these or similar words in my 
review of Hayek’s book in the Journal of Political Economy for April 1932, 
has led some readers of that review to suppose that I considered Hayek’s 
“ coefficient of money-transactions ” to be concerned only with changes in 
the ‘‘ number of middlemen’s sales.” 

94 See, e€.g., op. cit., pp. 60 ff., 102 f. 

°5 This will become clear if we compare the implications of Hayek’s con- 
cept with those which may be regarded as inhering in that notion of 
“velocity of circulation” which is most directly relevant to the general 
question of the ‘‘ demand for money,”’ or. the ‘“‘ amount of money required ”’ 
—viz. Wicksell’s concept of a ‘ virtual velocity ” of [standard] money. If 
we write Fisher’s equation of exchange in the form (M+rM) V=PT, in 
which 1 represents a coefficient measuring the ratio of the quantity 
of money-substitutes to the quantity of money, we may express 
“virtual velocity” by the formula (r+r) V. Let us now write 
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It is worth pointing out particularly that Hayek, although he is 
apparently familiar with some of the literature containing the 
doctrine which alleges that the velocity of circulation of goods, 
in so far as it is affected by the volume of middlemen’s sales, 
is not a factor operating upon the price-level, carefully refrains 
from adopting that doctrine.*® 

2. The relation of Hayek’s formula for a ‘‘ coefficient of 
money-transactions ’’ to the formula for a ‘‘ velocity of circula- 
tion of goods.’’ 

Hayek represents his ‘‘coefficient of money-transactions’’ by the 
amount of goods exchanged against money °”. 

flow of goods. | 

The numerator, obviously, is equivalent to what we have called 
the “‘ physical volume of sales.’? From Hayek’s discussion, 
also, it would seem that his ‘‘ flow of goods ’’ is intended to 
represent the physical volume of production.** ‘The formula, 


following formula : 


the equation of exchange in such a way as to take account of the 
“velocity of circulation of goods ’’—i.e., M’(1+r)-V=P:G'v. The 
formula for the ‘effectiveness’? of money, when regarded as being 
affected by the ‘‘ velocity of circulation of goods,’’ would then be ates 
Let us now write G=wG’, in which, while G represents ‘‘ goods intended 
for sale,’’ G’ represents ‘‘ goods produced,’’ or the ‘‘ flow of goods,”’ and w 
a coefficient representing the proportion between ‘‘ goods produced ”’ and 
““ goods intended for sale.’? (The magnitude of w will of course be deter- 
mined by considerations of the type discussed in sections V and VI of this 
paper.) We may then write, for an equation of exchange which will include 
a term ‘ goods produced,’? M(1+r) -V=P-wG’-v, and for the ‘‘ effective- 
ness ”’ of [standard] money in Hayek’s sense of the term, tH) “V. 

96 In a footnote to page 66 of the German version of his book (Preise und 
Produktion, 1931), Hayek refers to Holtrop’s concept of a ‘‘ coefficient of 
differentiation.”” I have discussed this concept in detail in the second of 
the two Journal of Political Economy articles cited in note 3 to the first part 
of this paper. It is to be noted, however, that Hayek gives no indication 
that he would accept that part of Holtrop’s argument with respect to the 
“ coefficient of differentiation ’’ which alleges that changes in the number 
of middlemen’s sales have no effect upon the price-level, since they are 
necessarily counteracted and annulled by movements in the velocity of circu- 
lation of money. Of interest also in this connection is Hayek’s suggestion 
(Prices and Production, p. 63), to the effect that his ‘‘ coefficient of money- 
transactions ’’? would have significance in the ‘‘ sphere of consumption ”’ as 
well as in the “sphere of production.”” In view of the argument by 
Schumpeter discussed by me in the Journal of Political Economy article 
referred to, to the effect that it is possible to ignore entirely the influence of 
the ‘‘number of middlemen’s sales ’ if we confine ourselves to the sphere 
which is supposed to be covered by the “ income-form ” of the equation of 
exchange, i.e., the ‘“‘ sphere of consumption ’’—this comment by Hayek is 
of considerable importance. 

97 See, e.g., Prices and Production, pp. 60, 62, IoI, 105. | . 

98In the footnote on p. 66 of the German version, Hayek, in 
speaking of Holtrop’s formula for the “ coefficient of differentiation,’’ viz., 
total of transfers of goods against Oe gemacks hab! this <orinula tie 


social product , 
“ somewhat different’? from his own. It is to be supposed that the 
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as thus presented, would seem identical with one of the formulas 
for the ‘‘ velocity of circulation of goods ’”? which we have found 
it necessary to reject.°” That such an interpretation would be 
distinctly unfair to Hayek, however, is clear from his 
subsequent treatment. 

In the first place, Hayek, unlike the authors criticised in 
the pages of this paper, is acutely conscious of the difference 
between ‘‘goods produced”’ and ‘“‘goods produced for sale.’’ This 
would be clear, if there were no other evidence available, from 
the arithmetic example given on page 65 of the German version 
of his book.'°? But, much more emphatically, it is clear from 
the purpose underlying his very introduction of a “‘ coefficient 
of money-transactions.’’ It may be said, of Hayek, that what 
he is primarily interested in is in disentangling technological 
facts from marketing facts.*°’ Clearly, this is the implication 


“ difference,” if any, between the two formulas would arise when the 
expression ‘‘the social product’ is understood, as it sometimes is, in a 
sense which would make it differ from the ‘“‘ physical volume of production.” 
At any rate, the definition for the ‘‘ flow of goods ’”’ which Hayek gives 
(Prices and Production, p. 61) would seem to make it equivalent to what we 
have called’ the ‘“ physical volume of production.’? We obtain ‘fa com- 
paratively simple measure of the flow of goods,”’ says Hayek, ‘‘ if we divide 
the path traversed by the elements of any good from the first expenditure 
of original means of production until it gets in the hands of the final 
consumer into unit periods, and then measure the quantities of goods which 
pass each of these lines of division during a period of time.’’ Clearly, the 
‘‘ quantities of goods’? which pass through any given stage of production 
during a period of time is equivalent to the ‘‘ volume of production.”’ In a 
footnote to the English version, Hayek adds that his ‘‘ flow of goods ”’ 
‘“‘ probably stands in close relation to what is commonly called free capital.” 
My own feeling is that in view of the ambiguity which surrounds the ex- 
pression “‘ free capital,’ this additional comment may confuse, rather than 
help, readers particularly since some of them, myself included, would insist 
upon attaching serious reservations to Hayek’s further statement to the effect 
that “it is certainly the supply of this factor which . . . determines the 
rate of interest.’”’ It is only fair to Hayek, however, to point out that this 
whole footnote is deleted from the German version. 

99 See sections V and VI of this paper. 

100 The point to which I wish to call particular attention is that, in the 
arithmetic illustration referred to—it does not appear in the English version 
—Hayek contrasts the total quantity of good¢ produced (the total ‘ flow ”’ of 
goods), to the amount of 160, with the amount of goods “ exchanged against 
money,’’ to the amount of 80, so that, of all the goods produced, only one- 
half was produced for sale. See also the following note. 

101 Tt is especially desirable to stress this aspect of Hayek’s treatment in 
view of the fact that his conception of the process of production as lasting 
‘‘ from the first expenditure of original means of production until it gets 
in the hands of the final consumer”? might easily have led a less careful 
writer into fallacies of the type discussed in section VII of this paper. 
That Hayek did not fall prey to these fallacies is again clear from the 
arithmetic illustration cited in the preceding note. . Instead of regarding 
the goods which pass through the productive process as the ‘“‘ same goods ”’ 
throughout, Hayek shows that, in computing the total volume of ‘ produc- 
tion ’—the “total flow of goods "—it is necessary to increase the figure 
for this volume of production each time goods change their form. ‘This is 
very clear from the fact that instead of taking into account only the 
“original means of production ’’—to the magnitude of 4o—it is necessary 


ce 
! 
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of his insistence that in any attempt to study the relation 
between the “‘ movements of goods’? and “ actual money pay- 
ments,’’ we must beware of assuming that the division of the 
productive process into separate ‘‘ stages”’ of a given length 
—a technological fact—necessarily coincides with the marketing 
facts which are involved in the “‘ division of the total process 
among different firms.’’*°? One of the major purposes of 
Hayek’s concept, in other words, may be said to lie in stressing 
the type of consideration which was stressed in the course of 
our discussion of the distinction between ‘‘ goods produced ”’ 
and ‘‘ goods produced for sale.’’'®* 

3. To what extent would the purpose for which the concept 
of a “‘ coefficient of money-transactions ’’ was constructed be 
served by the concept of a “‘ velocity of circulation of goods,”’ 
when the latter is properly defined? 

The discussion immediately preceding should have been 
sufficient to demonstrate the essential identity of a good part 
of the motivation which may be held to underlie the concept 
of a ‘‘ coefficient of money-transactions ’’’ and the concept of 
a “‘ velocity of circulation of goods.’? ‘The question at issue 
is whether our formula for the ‘“‘ velocity of circulation of 
goods ’’ would in all cases register the type of phenomenon 
which Hayek’s concept of a ‘‘ coefficient of money-transactions ”’ 
was intended to measure. This may best be tested by consider- 
ing the specific instances which Hayek cites by way of indicating 
the precise implications of his ‘‘ coefficient of money- 
transactions.”’ 

‘‘This proportion [i.e., the proportion registered by his 
coefficient of money-transactions],’’ says Hayek, ‘‘ must on 
no account be confused with the proportion of the volume of 
money-payments to the physical volume of trade. The propor- 
tion I have in mind may remain the same while. the volume 
of trade increases relatively to the total of money payments and 
the price-level falls, if only the same proportion of the total 
flow of goods is exchanged against money, and it may change 
though the proportion of the total money payments to the 
physical volume remains the same. It is, therefore, not 
necessarily influenced either by changes in the amount of money 
or by changes in the physical volume of trade; it depends only 


to include also ‘‘ intermediate products ’’—to the magnitude of 80—and the 
final consumers’ goods—to the magnitude of 4o—making a total ‘ flow of 
goods ”’ of x60. 

102 Prices and Production, p. 4I. 

103 On this matter see Economica, No. 38, pp. 451 f. 
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upon whether, in certain phases of the process of production, 
goods do or do not change hands.’’'** One of the factors 
controlling the extent to which ‘‘ goods do or do not change 
hands’ is obviously the ‘“‘ number of middlemen’s sales.” 
From this point of view, Hayek’s statement could be interpreted 
as saying that a change in the physical volume of trade—or, 
as I should prefer to cafl it, of ‘‘ sales ’’—either absolutely, 
or relatively to the amount of money-payments, does not 
necessarily imply a change in the number of middlemen’s sales. 
Since the ‘‘ number of middlemen’s sales.’’ is one of the 
variables whose magnitude is reflected in our ‘“‘ velocity of 
circulation of goods,’’ and since movements in the latter variable 
are not necessarily implied by absolute or relative movements 
of the volume of ‘‘trade,’’ the distinction which Hayek has in 
mind would be adequately taken care of by the use of our formula. 

The coefficient of money-transactions, moreover, would be 
affected, according to Hayek, ‘‘ by the extension of the money 
economy into spheres where before everybody had only consumed 
his own product, or where barter had predominated.’’**’ It 
would be affected also, of course, by any change in the integra- 
tion of industry which would cause goods which had previously 
been produced with a view to immediate sale to be pro- 
duced with a view to further processing. The effect 
of changes of these types, it is true, will not be registered 
directly in movements in the “‘ velocity of circulation of goods,”’ 
as we have defined the latter concept. Indeed, I have given 
strong reasons for objecting to any usage which would cause 
them to be registered in movements of that velocity.’°* This 
is not to say, however, that our formula ignores entirely develop- 
ments of the kind Hayek has in mind. ‘The reader has only 
to recall, in this connection, our discussion of the distinction 
between ‘‘ goods produced ”’ and ‘‘ goods produced for sale.’’!°7 
The fact of the matter is that any caréful statistical computation 
of the latter magnitude would have to deal with the facts with 
respect to developments of the types described by Hayek, and 


so would, to a large extent, provide the information which 
Hayek seeks. 


104 Prices and Production, pp. 62 f. 

105 Td., p. 102. The fact that the “‘ coefficient of money-transactions ”’ is 
supposed to register the effect of developments of this type is, presumably 
the reason why eee pape egee: Holtrop’s ‘ coefficient of differentia- 
tion ”’ as “‘ narrower ”’ than his ‘‘ coefficient of money-transactions ”” 

Preise und Produktion, p. 66 n.). z feo: 


“ise Pane cepa No. 38, p. 450, and especially notes 43 and 44 thereto. 
id. 
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Finally, there is no reason why our formula could not be 
applied as Hayek suggests that his ‘“‘ coefficient of money- 
transactions ’’ should be applied—viz. in such a way as to 
take account of the possibility that the ‘‘ coefficient of money- 
transactions ’? may be greater at one “‘ stage’ of production 
than another.’** Here, obviously, all that would be necessary 
would be to specify the types of goods which would be involved 
in both the numerator and the denominator of our ratio, in 
order to obtain a figure for the “‘ velocity of circulation ’’ of 
goods of that type.’ 

Perhaps the chief objection to the use of our formula in 
measuring those changes which the concept of a “‘ coefficient 
of money-transactions ’’ was intended to cover is not that the 
careful use of our formula would not give information with 
respect to these changes, but that it would measure other things 
in addition. In particular, it would measure changes in what 
we have called the “‘ rate of sale,’ i.e., the rapidity with which 
goods are marketed. In section VIII of this paper, I discussed 
the objections to the statistical measurement of the velocity 
of circulation of goods, as defined by us, which might be based 
upon this fact. For the present, it should be sufficient to point 
out that if it is seriously proposed to use Hayek’s formula for 
the statistical measurement of the “‘ coefficient of money- 
transactions,’ the same objection applies to his concept im at 
least equal degree. 

Let us assume, for example, that goods originally intended 
for sale are withheld from the market for a given period, for 
any one of the reasons indicated in our discussion of the notion 
of a ‘“‘rate of sale.’’*’® Since the-amount of goods which 
‘* exchange against money ’’—1.e., the physical volume of sales 
—will decline, although the ‘‘ total flow of goods ’’—1.e., 
the total volume of production—may remain unchanged, a 
decline will be registered by Hayek’s formula, as well as by 
ours. The same result will be obtained if we consider a 
situation involving an increase in the “‘ rate of sale.’’ Let us 
assume a situation of the sort that might be characteristic of 
the more acute stages of an economic crisis—viz. one in which 
traders, fearing a drastic price-fall, would hasten to market 
their goods before prices fall further. Sales will increase, while 


108 Prices and Production, pp. 105 f. | BK: 

109 Cf., in this connection, our discussion of the general desirability of 
breaking down the “‘ average ’’ figure for the velocity of circulation of all 
goods, on pp. 291 f., above. 

110 See, e.g., ECoNomIcA, No. 38, pp. 444, 452 i 
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production—the ‘“‘ total [technological] flow of goods ’—will 
remain constant or decrease. ‘The result will be an increase 
in the magnitude of our figure for the ‘‘ velocity of circulation 
of goods ’’’; but, by the same token, there will be an increase 
in Hayek’s formula for a “‘ coefficient of money-transactions,”’ 
also. 

The point just made is of considerable theoretical importance 
for Hayek’s general argument, since, if it were seriously 
proposed to use his “‘ coefficient of money-transactions ’’ as 
an aid in applying the policy of what Hayek calls “‘ neutral 
money,’ the increase thus registered by his formula for the 
‘‘ coefficient of money-transactions’’ might easily lead to a 
policy which, on Hayek’s own principles, would be a mistaken 
one.’*? This is, of course, no reason for suggesting that Hayek’s 
general argument with respect to the relation of monetary policy 
to the phenomena which the concept of a “‘ coefficient of money- 
transactions ’’ was intended to cover, is a fallacious one. It 
is, however, a reason for hesitating to regard his formula for 
that coefficient as being necessarily better adapted for actual 
statistical investigation than our formula for the ‘“‘ velocity of 
circulation of goods’’ would be. When one remembers, in 
addition, the danger of confusing the concept of a ‘“‘ coefficient 
of money-transactions’’ with that of a ‘‘ velocity of circulation of 
goods,’’ and the disadvantages of a definition of the latter concept 
which involves the use of ‘‘ goods produced ’’—or the ‘‘ total 
flow of goods ’’—as the denominator of the formula called for by 
such a definition, it is permissible, perhaps, to ask whether it 
would not be better, in actual statistical investigation, to hold fast 
to the concept of a “‘ velocity of circulation of goods ’”’ as defined 

physical volume of sales 
physical volume of goods intended for sale 
and to supplement its use by such information as is relevant 
to the special purpose for which Hayek’s concept was devised. 


by the formula 


111 This will become clear if we remember that an increase in the 
marketing ‘rate of flow” of goods is especially likely to take place at a 
time when a fall in prices is imminent. One of the great merits of Hayek’s 
general argument is unquestionably that it provides support for a pro- 
gramme of banking action which would refuse to regard a fall in the 
price-level as a necessary criterion for remedial action in the direction 
of an expansion of credit. It might very well be that the price-fall which now 
threatens is either of the kind that should be allowed to occur in any 
case, or is the direct consequence of an earlier departure from the policy 
of a strictly ‘neutral’? money. In either case, an expression of bank 
credit is not what is called for. It would, however, be called for—not 
indeed, by the argument underlying Hayek’s concept of a ‘ coefficient of 
money-transactions ’’—but by an unsupported reliance upon use of his 
formula for the statistical measurement of that concept. 
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The Influence of Position in Sibship 
on Juvenile Delinquency 
By MEYER ForvTeEs 


JUVENILE delinquency, like crime in general, is a complex social 
phenomenon, the outcome of a large number of contributory 
factors. This much has been demonstrated beyond a shadow of 
doubt, as may be gathered from any up-to-date text-book of 
criminology.” Ranging in an interlinked hierarchy from crude 
economic conditions such as poverty or bad housing to subtle 
disturbances of personality which defy scientific classification, 
these factors have been variously stressed by different authori- 
ties. Healy* and Burt,* probably the most eminent of 
contemporary students of juvenile crime, have emphasised the 
preponderant influence of mental factors, such as lack of 
intelligence and emotional and temperamental abnormality or 
maladjustment, particularly when functioning under adverse 
environmental conditions. ‘The immediate necessity now is to 
explore more precisely the significance of each of the numerous 
factors under suspicion, by isolating it for examination by quan- 
titative methods under controlled conditions. ‘The present paper 
is an attempt in this direction. 

We have selected for investigation a factor to which attention 
was first drawn by Goring’ in his classical study of the social 
biology of the adult criminal. Goring found a large excess of 
first- and second-born children among the prison populations 
investigated by him. As Hogben’® points out, the investigation of 
the influence of birth order is a promising line of inquiry for the 
elucidation of the differential effect of heredity and environment 


1 Part of an investigation conducted with the aid of a Ratan Tata Student- 
ship at the London School of Economics. I am indebted to the late Sir 
William Clarke Hall, Magistrate at the Toynbee Hall Juvenile Court, London, 
for permission to examine the files of his probation officers; and to his 
probation officers, Miss E. M. Currant, Miss E. C. Paine, and Miss M. H. 
Tallerman, for their keen co-operation and interest. 

2 Such as Gillin, J. L., Criminology and Penology, 1927. 

8 The ‘Individual Delinquent, 1915; Mental Conflict and Misconduct, 19109. 

4The Young Delinquent, 1927. 

5 The English Convict, H.M. Stationery Office, 1919, p. 278. 

6 Genetic Principles in Medicine and Social Science, 1931. Pp. 99-116. 
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on social behaviour. Theoretically, all the offspring of one 
union are equally liable to behave in any given way. Hence 
such an observation as Goring’s indicates selection of the elder 
children by some environmental agency, including under this 
concept such influences as the pre-natal condition of the mother 
and the intra-uterine history of the child. Goring’s findings 
have been interpreted by Pearson,’ in consonance with his 
general theory of the inferiority of the first-born, as indicat- 
ing a constitutional propensity to crime of first-born children. 

It would seem natural to test these findings and interpreta- 
tions on the juvenile criminal, at the outset of his anti-social 
career, when data about family relationships are more easily 
obtainable than from the adult criminal. Hitherto, however, 
only meagre and incidental observations have been made on the 
birth position of juvenile delinquents. These have mainly 
stressed the danger of the ‘‘ only ’’ child, but on slender statis- 
tical foundations. 

The problem is complicated by the fact that positive correla- 
tions between birth order and physical disabilities, intelligence, 
mental disorder, emotional maladjustment, and other variables 
involved in the causation of crime, have been reported. It is 
true that, except for the demonstrable association between 
Mongolism (which plays no part in crime) and ultimogeniture 
or late positions in the sibship, those correlations have been as 
frequently disputed as affrmed.* As regards intelligence, for 
example, the lack or weakness of which has been shown by Burt 
(op. cit., Ch. vii) and others to be an important factor in juvenile 
crime, the evidence so far is extremely conflicting. In the pro- 
vince of emotion and temperament the results have been equally 
disappointing up to the present. At the most a suggestion—but 
nothing more—emerges that» first children are most prone to 
emotional aberrations of both a mild and an extreme kind. We 
do not propose, therefore, to take these debatable correlations 
into account, but shall proceed directly to an examination of our 
own data on juvenile delinquency. 

Sources of the Data.—The data for the present investigation 
were extracted from the records of the probation officers attached 
to the Toynbee Hall Juvenile Court, London. This court serves 
an area comprising roughly the boroughs of Shoreditch, Step- 

7“ On the handicapping of the first-born,’ Eng. Lab. Lecture Series, X, 
1914, Pp. 43-6. 

8 For an able discussion of these findings see Hogben, op. cit., and Jones, 


H. E. “ Order of birth in relation to the development of the child ” in Hand. 
book of Child Psychology, edited by C. Murchison, 1931. 
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ney, and Bethnal Green. With very few exceptions all the cases 
passing through the court reside in this area. No matter what 
its ultimate disposal might be, some record of every case is 
kept by the probation officer within whose district the case lives. 
The records for cases which were dismissed were naturally as a 
rule meagre, and had often to be rejected. On the other hand, 
the bulk of the records for cases placed on probation or sent to 
institutions were sufficiently full to furnish the required in- 
formation ; and these constitute the majority of juvenile court 
cases eligible for our inquiry.° 

For practical reasons we found it advisable to restrict our- 
selves to the records for the period January 1926 to December 
1930 inclusive. Every eligible record which contained the 
requisite information was included, irrespective of the disposal 
of the case. Thus some dismissed cases were also included, 
although most of such cases were automatically disqualified 
through the poverty of the records. Legally, discharge or dis- 
missal implies the complete exoneration of the accused, who 
cannot then be deemed delinquent. In the juvenile court, how- 
ever, this equivalence does not always hold. ‘The great care 
exercised by the authorities responsible for bringing cases before 
the court ensures that it is a rare occurrence for entirely inno- 
cent children to be charged in error (see footnote 9). Even 
when the legal grounds are insufficient to prove guilt, 
the evidence accessible to probation officers, school officers, 
welfare workers, etc., but not admissible in a legal sense, is 
often enough to convince the psychologist of the child’s delin- 
quency. Furthermore, in the juvenile court, guided as it is by 
psychological and social, rather than purely legal principles, 
and oriented as it is towards reformation rather than punish- 
ment, a case is sometimes discharged as an expedient to secure 
appropriate treatment, even though the offence be proven. Such 
cases, however, as already indicated, constitute a very small 
proportion of our data. Cases charged with purely technical 
offences, e.g., playing football in the street, being found on 
betting premises, and cases in which the real offenders were the 
parents, as in many charges of wandering preferred against 


9 According to the Fourth Report of the Children’s Branch of the 
Home Office, November 1928, App. V, Table I, p. 108, in the juvenile courts 
of the Metropolitan Police District, which includes the above-mentioned 
court, for the year 1927 95 per cent. of all charges on indictable offences 
were proved; and in 58 per cent. of these proved charges the children were 
placed on probation, the rest being sent to institutions or disposed of in 
other ways. These figures are characteristic. If anything, the tendency 
is increasingly to resort to probation, since the above report appeared. 


E 
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young children, as well as charges under Section 58 of the 
Children’s Act (‘‘ living in circumstances likely to lead to 
seduction or prostitution ’’) were excluded from our data. Only 
those cases were retained in which the child charged was himself 
or herself the misdemeanant; i.e. cases of larceny—including 
petty theft, unlawful possession, embezzlement, etc.; other 
offences against property—e.g., warehouse breaking; offences 
against the person—assault, wounding, sexual offences; being 
beyond parental control, which often covers theft and truancy ; 
and some cases charged with wandering, where the actual 
offences were sexual (girls) or chronic truancy (chiefly boys). 
These, it will be seen, comprise mainly what are known as the 
indictable offences. 

Altogether about 1,100 children were dealt with by the Toyn- 
bee Hall Juvenile Court during the period under consideration, 
about 870 of them being eligible for inclusion in our data.*® 
Among these were a small number of second and third offenders, 
who were, however, treated as first offenders for our purposes. 
This course was decided upon when we discovered, as many 
other students of juvenile delinquency have, that those who 
were technically first offenders frequently boasted quite a long 
history of illicit activities before their first contact with the 
law—especially ‘‘ beyond control’’ cases. Children charged 
more than once during the selected period were tabulated only 
once, in accordance with the facts relevant to their first charge. 
Of the eligible cases, about 14 per cent. had to be rejected owing to 
the poverty of the records. The residual sub-sample was further 
curtailed by the exclusion of the ‘‘ step-sib’’ group (see below). 

Social Status of the Sample.—In any investigation concerned 
with size of family or birth order, the social status of the sample is, 
as Pearson emphasises (op. cit. passim), an important considera- 
tion. The part of London feeding the Toynbee Hall Juvenile 
Court is known to be predominantly working class in character. 
From the Census Report for 1921 we have calculated that 
in round numbers 146,400 adult males were then gainfully 
employed in the three boroughs under consideration. About 
126,500 of these, or nearly 87 per cent., were employees, the 
remainder being classified as employers or as working on their 
own account. ‘The bulk of the employees were working-class, 
i.e. engaged in skilled or unskilled manual labour, though a 


10 The distribution of charges in this series of cases was as follows: 
Larceny and similar offences against property, 80:5 per cent.; Beyond 
parental control, 15 per cent.; Sexual, 2-3 per cent.; Other offences against 
the person, 2°2 per cent. 
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small percentage probably belonged to the higher ranks of 
superintendents, managers, railway officials, clerks, etc.; to 
counterbalance which, however, a considerable number of those 
working on their own account—carpenters, tailors, upholsterers, 
etc., in a small way—must be regarded as belonging to the 
working classes. From another calculation based on the same 
data we found that : 


(a) In Bethnal Green, about five-sixths of the total adult male 
working population was absorbed in ten main industries; and 
7 per cent. of this group were classified as owners, employers, 
managers, officials, higher-grade clerks, etc. 

(b) In Shoreditch, about five-sixths of the total adult male 
working population was absorbed in twelve main industries ; and 
only 6 per cent. of this group were classified as owners, etc. 

(c) In Stepney just over five-sixths of the total adult male 
working population was absorbed in twelve main industries; 
and about 10% per cent. of this group were classified as owners, 
etc. 


We were able to ascertain the occupations or primary sources 
of income of the chief breadwinner (generally the father, or, in 
the case of fatherless children, the mother; or the responsible 
guardian, when the child was living with relatives or foster- 
parents) of the families of 81 per cent. of the cases eligible for 
this investigation. This comprises 684 families, contributing 
713 delinquents. The following table conveys the results in 
percentages : 


Total | Unskilled| Skilled | Street | Clerical ; | Invalids, Miscel- 
no. of workers | workers | vendors, own no Relief | laneous 
families etc. business | work 
I 2 3 4 5 6 7 8 
100% 40% 30% 7% 4% 24% 14% 23% 


Category 2 includes general labourers, dock labourers, barrow men, car 
men, porters, etc. ¢ ‘ 

Category 3 includes cabinet-makers, tailors, builders, bricklayers, motor- 
drivers, etc. ; ; 

Category 4 includes street-traders, pedlars, minor salesmen, fruit and 
vegetable hawkers, etc. ; ye , : ; 

Category 5 includes men in clerical positions (chiefly minor) or owning 
small shops for the sale of food-stuffs, or independent artisans. 

Category 6 includes those cases in which the chief breadwinner was 
reported to be incapacitated through illness. A considerable proportion of 
these would normally fall under categories 2 and 3. : 

Category 7 includes cases where the primary source of income was stated 
to be a pension, unemployment benefit, or other form of public assistance, 
no further information being given as to the usual occupation when in 
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work. Again a considerable proportion of these would normally belong to 
Categories 2 and 3. ; 

Category 8 includes postmen, bus-conductors, caretakers, actors, lodging- 
house keepers. 


At least 77 per cent., and most probably nearer 87 per cent. 
of the families contributing this sub-sample of delinquents may 
therefore be described as working-class. Half of these, and 
probably 50 per cent. of all the families represented here, belong 
to the ranks of unskilled workers, whose tenure of employment 
is precarious and remuneration low. Indeed, the population of 
the area served by the Toynbee Hall Court is among the poorest 
in London. According to London Statistics for 1929-30 the 
three boroughs constituting most of this area had a higher 
proportion of the population in receipt of public assistance, in 
1928 and 1929, than any other boroughs in London barring two 
contiguous ones. Overcrowding, too, in spite of many improve- 
ments in housing, is still rife in this area. 

To'sum up then, the juvenile delinquents furnishing the data 
for the present investigation were almost entirely of working- 
class parentage, from a rather poor and overcrowded working- 
class area. [he sample may therefore be looked upon as 
reasonably homogeneous in social status. 

Description of the Sub-Sample.—The residual sub-sample of 
750 cases was drawn, as already indicated, from a total of 870 
cases eligible, from the nature of their offences, for our investi- 
gation. The only criterion employed in making this final selec- 
tion was that the case records used should contain all the 
requisite information. Whatever divergence from random 
sampling might thus have been incurred would, our experience 
suggests, be merely in the direction of making the residual sub- 
sample more “‘ saturated ’’ with delinquency, so to speak. The 
inadequate records, we observed, generally referred to cases in 
which the offence had been trivial, or the problems so superficial 
as to require no intensive investigation on the part of the proba- 
tion officer. 


The sub-sample was further sub-divided into two groups of 
cases : 


(a) The “‘true-sib’’? group, where the delinquent’s family 
consists of his own parent or parents and his own brothers and 
sisters on both maternal and paternal sides; i.e. where there is 
no step or foster-parent, or no step, half or foster-sibling in the 


delinquent’s family. This is the group we are concerned with 
in the present research. 
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(b) The ‘‘ step-sib”’ group, which includes all cases where 
the delinquent has one or more step-, half-, or foster-siblings, or 
a step- or foster-parent. A few cases which should nominally 
belong to this group were transferred to group (a) since the 
familial situation seemed actually to be of the latter kind; e. Gs 
where the delinquent was a member of the second family of one 
of his parents, whose children by the first marriage were much 
older than those of the second marriage, had long since gone out 
into the world, and had never lived at home since their parent’s 
remarriage fairly late in life. 

This sub-division was necessarily adopted in view of the fact ~ 
that additional variables, both structural and psychological, are 
present in the second group of families, and that many writers 
believe these to be highly influential in the formation of 
personality.” 

Both sub-groups include some redundant cases; i.e. boys or 
girls charged together with, or more usually, subsequently to 
an elder sibling, during the period we are dealing with. These 
are, however, treated in exactly the same way as the other 
cases, since they form only a small proportion of the total 
number of cases (4°7 per cent. of group (a) ). Indeed, there 
seems no reasonable ground for rejecting these redundant cases. 
If, for example, both the eldest and the youngest child of a 
given family are delinquent, one might well argue that, ceteris 
paribus, these two positions in the sibship are equally 
dangerous. Furthermore, the interval elapsing between the 
appearance of one member of a family in court and that of his 
or her sibling was often considerable, owing to the operation of 
the age factor in juvenile delinquency. ‘The family constellation 
might have changed sufficiently in the interval to justify treat- 
ing it as a new family. 

The sample of 870 eligible cases had a mean age of 12°75 
years, with a S.D. of 2°1 years. The final sample of group (a) 
cases comprised 587 boys and 52 girls (about 11 boys to 1 girl; 
the sex ratio in the larger sample of 870 cases was about 13 to 
1), the mean age being 12°8 years with a S.D. of 2:1 years. 
Clearly, we have something like a ‘‘ modal age of onset ”’ in 
juvenile delinquency.” 

Tabulation of the Data. Sources of Error and Limitations.— 
Our tabulations refer only to the members of the delinquent’s 


11 See Fortes, M., ‘‘ Notes on Juvenile Delinquency. II, Step-parenthood 
and Delinquency,’ Sociol. Rev., 1933, XXV, 2, for references. 

12 See Fortes, M., ‘‘ Notes on Juvenile Delinquency. I, The Age of 
Young Delinquents in East London,” Sociol. Rev., 1933, XXV, I. 
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sibships surviving at the time the records were made. Very few 
of the records mentioned children who had died either during 
infancy, or in later childhood or adulthood, and none had 
information about stillbirths or miscarriages. It was thus a 
practical necessity to confine oneself to surviving children. This 
need not in itself be a serious defect in the data, since we are 
concerned with social behaviour, in the present investigation ; 
and fraternal position conditions social behaviour in virtue of 
the relationships existing between the living members of a 
family. Moreover, as Hsiao’® and Dawson" have shown, corre- 
lations holding for birth order in the narrow sense also hold, 
if in an attenuated degree, for fraternal position. 

On the other hand this does expose the tabulations to a 
certain amount of uncontrollable error which must be reckoned 
with in drawing conclusions. While it could probably be 
assumed that stillbirths, or children dying in early infancy, 
have little or no effect on the dynamics of the family constella- 
tion, the same assumption cannot be made for those dying in 
childhood or adolescence. During its lifetime such a child must 
have had a definite status in the pattern of family relationships, 
with its due significance for the conduct of other members of the 
family. Its death would not immediately or even entirely 
obliterate these consequences of its life. It might even produce 
a radical reorganisation of family relationships with disastrous 
results; as in the case of a boy known to the writer, whose 
incorrigibility was due to unaccustomed pampering after a 
sister’s death. 

Though the evidence is still inconclusive, stillbirth and 
mortality may be selective for birth order; and so may diseases 
like tuberculosis be.*® ‘Tuberculosis is a disease of adolescence 
or adulthood. If early-born children are most liable to it, we 
may have among our cases some who, had been brought up as 
second, third . . . rth children, but are recorded as first, second 

. (r-l)th children, owing to the death of an elder sibling from 
tuberculosis, or some malady following the same laws. 

Sex is an important variable in juvenile delinquency, as the 
sex ratio in our sample shows. We have therefore to reckon 
with a possible differential sex incidence of these mortality 
rates. 

13 Hsiao, H. H., “The Status of the first-born, with special reference 


to intelligence,” Genet. Psychol. Monog., 1931, IX, pp. 1-118. 


14 Dawson, S., ‘‘ Intelligence and Fertility.” Paper read at 1931 meeting, 
British Ass. Advancement Science. 
15 Hsiao, op. cit.; Pearson, op. cit. 
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Age, too, is a critical factor in delinquency.!® The “ age of 
onset ’’ in our sample is fairly high, and may influence it selec- 
tively. Thus, the families represented in our sample ranged from 
what may be called “‘ old”? families, in which many or most of 
the children were adults at the time the records were made, to 
“young ”’ families in which most or all of the children were 
adolescents or young children at the time the record was made. 
Most members of the “‘ old’? families would be automatically 
excluded from the chance of appearing in our sample, since they 
are beyond the age limit of juvenile court jurisdiction. Simi- 
larly, the oldest members of the ‘‘ young ’”’ families would be 
more likely to figure in our sample, during a given period, than 
the younger ones, since they reach the qualifying age sooner. 
A large preponderance of ‘‘ old ’’ families would weight the 
younger half of the family, while the opposite weighting would 
result from an excess of families of the second sort. 

The question of complete and incomplete families, one of the 
bugbears of research in this field, appears of minor import in 
our study. Firstly, the average age of our sample suggests 
that a large proportion of the families were complete or almost 
complete. And secondly, if fraternal position is a factor in 
the delinquency of a child, it would be so, according to the 
writers who lay stress upon this factor, in virtue of the 
cumulative effect of the family constellation up to the time 
of the delinquency. It is the constitution of the family prior 
to the delinquency which counts. From this point of view the 
relationships within the incomplete family are as significant as 
those within the completed family. More so, perhaps, if as 
these writers maintain, the effects of the family constellation are 
established in early childhood. 

Finally, there remains the possibility that the physical, 
psychological, and social variables at the back of juvenile delin- 
quency may be correlated with birth order or fraternal position. 
Though, as we have seen, such correlations as have been claimed 
for these variables are still sub judice, their existence has not 
been definitely disproved, and they might therefore give an 
undetected bias to our data. 

With these forewarnings as to the difficulties which encumber 
an inquiry such as ours, we may now proceed to consider the 
data. 

Consideration of the Data.—Problems of this sort have 
hitherto been dealt with by two main techniques for obtaining 

16 See Fortes, M., op. cit., Sociol. Rev., 1933, XXV, I. 
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a control population. ‘The one is Pearson’s method of recon- 
structing the expected distribution of the population on the 
basis of the sibships of the marked members*’; and the other 
is the probability method employed by Yule-and Greenwood" 
in order to arrive at the theoretical distribution. Correlation 
coefficients cannot readily be utilised in this type of problem, as 
Sutherland and Thomson have pointed out.*® 

Both the above-mentioned techniques have been subject to 
much controversy as to their validity. Pearson has impugned 
the Yule-Greenwood method on the ground that, as a matter of 
observed fact, it gives a greatly exaggerated incidence of first- 
born in the population at large. He maintains that it is in- 
applicable as a test when there is a bias against the first-born, 
and becomes the more incorrect the fewer individuals in the 
family have an equal chance of being affected at the same time, 
owing, e.g. to selection by an age factor, as in tuberculosis or 
crime. Yule and Greenwood, on the other hand, contend that 
Pearson’s method underestimates the number of first-born in 
the general population ‘‘ in consequence of the manner in which 
the larger sibships have been weighted ’’—individuals in large 
sibships having a greater chance of being marked than those in 
small sibships. Similar criticisms have been brought against 
Pearson by Macauley, Weinberg and others, quoted by Yule 
and Greenwood, loc. cit. 

Pearson’s arguments seem, on the whole, to fit our data best, 
in so far as we have an “‘ age of onset ”’ to take into account, 
and, as we shall see, a possible weighting of smaller sibships. 
Nevertheless, we have used both techniques side by side, as 
well as Pearson’s ‘‘ short table’? method which, he says, 
neglects the weighting of small families, and shows for each 
size of family independently whether the marked members are 
distributed equally throughout the family or not. In this way 
it may be possible to reach reliable inferences. 

Table I shows the observed incidence of all the delinquents 
in our final sample in each fraternal position for each size of 
family. 


vigPearson, Ke Op. Cir. 

18 Yule, G. U., and Greenwood, M., “On the determination of size of 
family and of the distribution of characters in order of birth from samples 
taken through members of the sibship,’? Journal Royal Stat. S0c., 1913 
LXXVI, p. 179. : 
_ 1® Sutherland, H. E. G., and Thomson, G. H., “ The correlation between 
Eby ae and size of family,” British Journal Psychol., 1926, XVII, 
PP. oI 


1933 | SIBSHIP AND MENTAL DELINQUENCY 311 


TABLE I. 


Observed frequencies, “true sib’’ group, boys and 
girls, all ages. 


eternal Size of Sibship 
position Total 
4 5 6 7 8 Q | To |1r&o0ver 
I RPMS Te 22 A TO I I} — = 180 
2 25-|| 28/27 | xO 5/—|]— — TERRE 
3 29 1 3n | 26 | 780 tO 4 I — 141 
4 =F, ee fay 2) 6M 0 Van Vs = 94 
5 ort a SS Oh eS toe ae | I 55 
6 = 6 7 G1 ro I — 33 
7 aa (ak ie ae a ee — 9 
8 eG. iO.) 20 I i 
9 Z I 2 5 
Io = 2 = 2 
Ir & over 2 2 
Total IIO| 112] 102| 76 | 48} 31 | 13 6 639 


Mean size of sibship, 5-23 children. 


From these data we derive Table Ia, which compares the 
observed ordinal distribution with the theoretical reconstruc- 
tions of the population. By the ,’ test neither of the theoretical 
distributions fit the observed distribution well. As bad a fit or 
worse would be obtained less than once in ten million times 
if the Pearson reconstruction is selected as the theoretical curve. 
With the Yule-Greenwood reconstruction the chance of a worse 
fit is once in 125 times, but this is still outside the limits 
of a good fit. The discrepancies between the theoretical and the 
observed distributions must thus be regarded as significant.*° 
It will be noted that whichever theoretical distribution is taken 
as criterion, the observed distribution shows an excess of first 
and third children, and a deficiency of delinquents in fraternal 
positions higher than the fourth. The Yule-Greenwood recon- 
struction gives a slight excess of fourth children, and both show 
the number of second children to fall below expectation, in the 
observed population. When the frequencies of first and second, 
and of third and fourth children are averaged, the theoretical 
expectation is still below the observed incidence in both classes, 


20 Yule and Greenwood (loc. cit.) have questioned the use of the x? test 
in problems of this sort. In applying the test we have, in the present 
paper, throughout worked with the per N distributions, where N=size of 
sample—in the above table 639. Although we have used the x? test as the 
most convenient and as sanctioned by precedent, our experience inclines us 
to agree with Yule and Greenwood. 
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on the Pearson reconstruction, but equal to the observed mean 
of first and second children, on the Yule-Greenwood reconstruc- 
tion. The per mille expectancy of the mean of third and fourth 
children is the same on both reconstructions and falls below the 
observed frequency. 


TABLE Ia. 
Observed Pearson Yule-Greenwood 
Se Distribution Reconstruction ™ Reconstruction 
position ; 
per 639 | per mille | per 639 | per mille | per 639 | per mille 
I 180 282 122 I9QI 159 249 
2 III 174 iy 183 134 209 
3 I41 221 IIo 172 II5 180 
4 94 147 95 149 89 139 
5 55 86 74 I16 62 96 
6 33 52 53 82 39 61 
7 ©) 14 33 oe 22 35 
8 ii Dal 19 29 II 18 
9 5 8 Io I5 5) 9 
Io 2 3 4 6 2 3 
Ir and over 2 3 3 4 I 2 
Mean of : 
I and 2 I45 228 119g 187 146 229 
3 and 4 C27, 184 Io2 I61 102 159 


x? values: (1) Pearson reconstruction versus Observed distribution, y2=76-7. 
(2) Yule-Greenwood reconstruction versus Observed distribution, x2=23°8. 


A check upon these results is provided by the ‘‘ short table ”’ 
for these data, Table Ib. Here again, first children appear to 
exceed chance expectation, while youngest children do not reach 
expectation. If only children are set aside, and attention con- 
fined to sibships of two or more, first children still show a 
redundance over the expected number, and youngest children 
a deficiency. A closer scrutiny of the table shows that the 
excess of first children is contributed by sibships of less than 
six. The larger sibships show a considerable deficiency of first 
children, and a slight excess of intermediates. Indeed, from 
Table I it is clear that sibships larger than eight contribute 
relatively few children in the earlier fraternal positions—the 
first to the fourth. 

The possible influence of sex differences may be eliminated 
by considering the data for boys only. ‘These are presented 
in Table II. Table Ila gives the observed and expected ordinal 
distributions. Again the theoretical reconstructions fit the 
observed population badly. Not more than once in 4oo times 
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TABLE Ib. 


Size of Sibship 


Expected num- 


ber 27 Si22 2A E70 eT Laon 134 


Observed first ... B2 Sk N22.) TO et I 
Observed aver- | 
age interme- 27 |22:6)18:5]/12-4/6°8| 4 


Observed young- 
est 


Observed aver- 
age of two 22 26-5! 16. | 30 |5*5 14-5) I 
youngest 


11+ includes all sibships greater than 10. Totals in parenthesis give expected 
number for that row. 


Sibships of 
two and over three and over 
Expected number ... Bi see sof 133°°3 II5°3 
Observed first — as Sak oy 154 132 
Observed youngest ... sate ie 94 80 
Observed average intermediates ro ay — I15°2 


TABLE II. 


Observed frequencies, “ true sib’’ group, boys only, all ages. 


Size of Sibship 


Fraternal Total 
position 
be 2 3 4 5 6 if 8 9 | Io 11+ 
I 23 | -17 |-34.|30 | 29 | 18) 8 I I OMlA5Ou| “TOL 
2 — |r} 20 | 24 }.17 | 15 8 4 fo) fo) oO 99 
3 — | — } 79 | 28 |.25 |} 26 | 18 | 9} 4 TA] LO 130 
4 = P| —WP 22 routs | LO.) 6) 3) 3 | 10 89 
5 SL 2 | 4 0, |) Bah 4 4 I 53 
6 —|]—|]—]—]—] 6] 5] g9| ro I oO 31 
7 i ee eer eles I iio 8 
8 — | — | — | — | — | — 1 | 6] oO} lO I 7 
9 SN | eZ Le}. 2 5 
Io Sy ee en eam foe et ee 2 
rr and over | — | — (= | =) = I I |] OC 2) 
Total 23 | 28 | 73 |104 |102 | 94 | 68 | 46 | 30 | 13 6| 587 
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could as bad a fit or worse be given as by the Yule-Greenwood 
reconstruction ; and this probability diminishes to less than once 


TABLE Ila. 
Observed Pearson Yule-Greenwood 
Fraternal Distribution Reconstruction Reconstruction 
position 
per 587 | per mille} per 587 | per mille| per 587 | per mille 
i 161 274 III 189 144 245 
2 99 169 107 182 aE 206 
B 130 220 IOI 172 I07 182 
4 89 152 87 149 83 I4I 
5 53 go 68 116 57 97 
6 31 53 49 83 36 62 
re 8 14 31 52 21 35 
8 7 I2 18 31 rie 18 
9 5 8 9 16 5 9 
Io ate 2 3 4 6 2 3 
Ir and over 2 3 3 4 I 2 
Mean of : 
I and 2 130 222 10g 186 132 225 
3 and 4 I0g 186 94 160 95 I61 


x? values: (1) Pearson reconstruction versus Observed distribution, x7=72°8. 
(2) Yule-Greenwood reconstruction versus Observed distribution, y*=26-9. 


TABLE IIb. 
Size of Sibship 
Total 
I 2 3 4 5 8 Q | Io j1r+ 
Expected number| 23 | 14 4-3 26 |20°4 5:8] 3°3|%°310°5| 44 
Observed first ...| 23 | 17 | 34 | 30 | 29 I I ro} o | I6r 
Observed average] — | — | 20 | 26 |20°3 6°5|3°9]1°4]0°4] 107-4 
intermediates (107) 
Observed youngest] — | 11 | 19 | 22 | 12 Gea zenl ee I 84 
(121) 
Observed average) — | — |19°5| 25 |15°5 BOGE meee ee RO (oe 82 
of two youngest (07) 
Sibships of 
two and over three and over 
Expected number I2I 107 
Observed first Bc 138 I21 
Observed youngest ... a 84 73 


Observed average intermediates 


107°4 
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in a million times for the Pearson reconstruction, as is evident 
from the high value of ?. 

As before, we find an excess of first and third children 
among the delinquent boys, and a deficiency in the higher 
fraternal positions. ‘The ‘‘ short table,’’? Table IIb, confirms 
this for all sibships, as well as for sibships of two and more, 
and yields the same results as Table Ib on closer scrutiny.”! 

According to Pearson’s interpretation of the significance of the 
“short table’? these results would show that there is an excess 
of early children among young delinquents which cannot be 
attributed to an excess of small families. If by ‘“‘ small 
families ’’ is meant families with one, two, or three children, 
this interpretation would fit our findings; but if the epithet 
“small ’’ is intended to cover sibships up to the mean size, our 
results are incompatible with such an interpretation. As we 
have seen above, the excess of children in the early fraternal 
positions among our sample of delinquents appeared to be derived 
mainly from sibships of less than six. If we agree to call all 
sibships smaller than the mean size ‘‘ small,’’ and all those 
larger than the mean “ large,’’ we find that in Table I there 
are 363 ‘‘ small ”’ sibships, i.e. having one to five members in- 
clusive, and 276 “‘ large ’’ ones—i.e. having six or more mem- 
bers; while in Table II the numbers are respectively 330 and 
257. (This slightly understates the number of “ small’ sib- 
ships since the mean size of sibship is just over five.) 

Evidently ‘‘small’’ sibships, in our sense of the term, outnumber 
‘‘large’’ ones by an appreciable margin in our sample. Perhaps 
we may test this in another way. While we have no ground for 
assuming that a heterogeneous assortment of sibships, such as that 
we are dealing with, is distributed in accordance with the normal 
curve as to size, inspection suggests that in our sample the distri- 
bution falls roughly in a bell shape about the mean. We have, 
therefore, fitted a normal curve to the observed distribution of sib- 
ships in order to check, however crudely, our previous finding. 
The results for Table I are given below in Table III. Those for 
Table II are quite similar. 

Our previous observation that ‘‘small’’ families are in excess 
in our sample is thus confirmed, in so far as this procedure 


is admissible. 


21 We might conclude from this that sex has no influence upon the 
fraternal position of juvenile delinquents, were it not that our sample con- 
tains so preponderating a proportion of boys that the basic data of Table I 
could, with reason, be looked upon as representative chiefly of the conditions 


found with boys. 
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TABLE III. 


Size of Sibship 


rfa|afa s|s|7fslo Io {11+ 


Expected number arts |p 
Observed number onal 206; 


84 | 108 
IIO| 112 


114] 98 | 69 
102 | 76 | 48 


34 | 53 
36 | 79 


39 | 19 | Io 
35 | 33 6 


But a disparity of this sort might well be the consequence 
of an age factor. If younger delinquents tend -to come in earlier 
fraternal positions than older ones, and therefore in smaller 
sibships, the excess of ‘‘ small’ sibships, as well as of earlier 
children, might be merely the reflection of this age factor. 

To test this we have calculated the correlation coefficient 
between position in sibship and age for the data of Table I. 
This has the value of 0°05+0'03, indicating that there is no 
significant relationship between these two variables.*? According 
to this, younger delinquents do not tend to occupy earlier 
fraternal positions and older delinquents later positions. But 
this is not conclusive, since the variable size of sibship, which 
is neglected in this calculation, affects the weight of each posi- 
tion. Thus, a second child in a sibship of two can have any age 
within the limits of our sample’s age range; but a second child 


TABLE IV. 


Observed frequencies, “ true sib’’ group, all 13—14 years old. 


Size of Sibship 


Fraternal 
position Total 
I 2 S 4 5 6 7-=\ 28 9 |Io+ 
I Io Io 8 TO |, 50 9 3 fo) fo) fo) 60 
2 _— 4 uf Io 7 7 8 I fo) fo) 44 
3 — | — 7 I2 II 5 9 5 2 fo) 51 
4 St eng el eS) ty 6 3 3 2 39 
5+ ea eee eae 4 4 4 2 3 2 19 
Orsi — _ —_ — | — 5 2 4 5 fe) 16 
Hii — }— | — | — | — J — I a fo) fo) 2 
8 = — | — — | — —_ — fo) fo) fo) ° 
Opdee eeef | ee ee ee] E 2 3 
Io and over | — — | — | — | — —= — | — 2 2 
Total...| ro 14 22 42 40 37 33 16 14 8 | 236 


Mean size of sibship, 5:4 children. 


22 Tn his First Study of the Statistics of Insanity and the Inheritance of 
the Insane Diathesis, Kugenics Lab. Memoirs II, 1907, D. Heron reports a 
correlation of —o-05+0-04 for age of patient against birth order. 
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in a sibship of eight could not possibly be younger than, say, 
eight years, and would probably be considerably older. 

A more empirical approach to this question is to treat 
separately a limited age group. This has the added advantage, 
according to Pearson, of eliminating the possible weighting of 
large families, by equalising the chances of members of all 
families, at the same age, of appearing in the sample. To this 
end we have in Table IV extracted the basic data for all delin- 
quents in our sample recorded as 13 or 14 years old. The 
actual age range included would be about 1241 to 14 43 years 
—troughly the range between the mean age of our sample and 
tor oO, 

Table [Va compares the observed fraternal ordinal distribu- 
tion with the distributions theoretically expected. ‘The observed 
delinquent population has an excess of first and third children, 
although this is quite small, in the case of first children, as 
compared with the Yule-Greenwood reconstruction. On the 
other hand, the previously noted excess of fourth children is 
now somewhat increased, and the deficiency of second children 
diminished. By the x’ test a fit as bad as, or worse than that 
given by the Pearson reconstruction would be obtained about 
7 times in 10,000. ‘The fit is therefore a very bad one. With 
the Yule-Greenwood reconstruction the chances of as bad a fit 
or worse are about 6 in 100. ‘Though the fit is better in this 
case, it is not satisfactory. 


TABLE IVa. 
Observed Pearson Yule-Greenwood 
Fraternal Distribution Reconstruction Reconstruction 
position $$$ — 
per 236 | per mille | per 236 | per mille] per 236 | per mille 
I 60 254 44 186 58 246 
2 44 186 42 178 48 203 
3 51 216 39 167 41 174 
4 39 165 36 150 34 142 
5 I9 80 28 Tr7 23 98 
6 16 68 20 85 I5 64. 
7 2 9 13 56 9 38 
8 fo) fo) 7 30 4 18 
9 ce 3 13 4 17 2 ro 
Io and over Z 9 3 13 2 7 
Mean of : 

Heande2 |. 52 220 43 182 53 224 
Sand 4 cs 45 Igo 37 158 Ba. 158 


x? values: (1) Pearson reconstruction versus Observed distribution, x7? =32 
(2) Yule-Greenwood reconstruction versus Observed distribution, x?=17°8. 


318 ECONOMICA [ AUGUST 


Thus the discrepancies between the expected and observed 
populations must be considered significant. 
The ‘‘ short table’ for these data, Table IVb, shows a small 


TABLE IVb. 
Size of Sibship 
Total 
I 2 3 Aes 6 7 8 | 9 |r0o+ 
Expected number LOM e773 10-5! 8 |6°r] 4: 7 2 |1:6/0°8] 57°9 
Observed first £O.| LO" } 3. | Stool Te-1e@ 3 cet ieee fe feo: 60 
Observed average inter-- — |— | 7 | 12 |8°7|5°7|5°8|2°7|1°8|0°8| 43°5 
mediates (40-9) 
Observed youngest —j|4 7Fo\ TOs 5 I fo) I I 33 
(47°9) 
Observed average off — |— | 7 | 11 | 6 |4°5/1°5|0°5]0°5| I 32 
two youngest (40-9) 
Sibships of 
two and over three and over 
Expected number <u ss bal) 47°9 40°9 
Observed first ... ag0 ao aes 50 40 
Observed youngest = ae 33 29 
Observed average intermediates SE —_— 43°5 


TABLE V. 


Observed frequencies, “ true sib ’”’ group, 13—14 years old boys. 


Prato Size of Sibship 
position oe 
I 2 i 4 5 6 7 8 9 |10+ 
Ligier 9 9 7 9 ake) 8 3 fo) ° fe) 55 
2 ten = 4 6 Io 6- 7 6 oO ° fo) 39 
3 ee 7 12 9 5 9 5 2 i) 49 
Ages — — oo Io 8 7 6 3 3 2 39 
5 + peste ects tanec hae 3 4 5 2 3 2 17 
(By a5 = | = FS 5 2 4 5 ° 16 
Wie — — I I fo) fo) 2 
Si, — | > | — | — | — fo) fo) fo) fo} 
9. eee Geena eee: | ame tee ee vl Ee T 2 3 
ro and over. — — —_— — — — —_— — — 2 2 
Totale..| 920 13 20 41 BO mes 0 30 I5 14 8. | 222 
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excess of first children in the delinquent population when sib- 
ships of less than three are included, which vanishes, however, 
when these sibships are excluded. This suggests that the excess 
of first children among the delinquents is contributed chiefly by 
small sibships. ‘The average incidence of intermediate children 
appears to exceed expectancy in sibships of three and more. 

Identical results ensue when girls are eliminated from this 
tabulation (Tables V, Va, Vb). 

Once again, when Tables IV and V are examined more care- 


TABLE Va. 
Observed Pearson Yule-Greenwood 
Fraternal] Distribution Reconstruction Reconstruction 
position 
per 222 | per mille| per 222 | per mille | per 222 | per mille 
I 55 248 41 185 54 243 © 
2 39 176 39 177 45 203 
3 49 221 37 167 39 174 
4 39 176 33 150 32 144 
5 ee nae 17 77 20 I16 22 97 
6 ae See 16 #02 19 86 14 65 
4) 2 9 12 56 8 38 
8 fo) fo} 7 31 4 19 
9 Se5 3 13 4 18 2 se) 
Io and over 2 9 3 15 I 6 
Mean of : 
TANG a 47 212 40 181 49 223 
3and4 ... 44 198 35 158 35 159 


x values : (1) Pearson reconstruction versus Observed distribution, 7 =3005 
(2) Yule-Greenwood reconstruction versus Observed distribution, x?=18-9. 


TABLE Vb. 
Size of Sibship 
Total 
22 Sahay bode Oh 8 0 Oe et 

Expected number 9 |6°51\6°7 \10°2| 7°22) 6 l4"3° |) 1*9 | 1°5)/0°8 | 54 
Observed first 9 9 7 G7 tO) es x fe) fo) fo) 55 
Observed average inter-| — | — | 6 | I1 |7°7/5°7|5°2]2°5/1°8|0°8| 40°7 
mediates (38-5) 
Observed youngest —! 4 FA ellie 3 5 I fo) I I 32 
(45) 

Observed average of two] — | — | 6°5 |10°5}5°5/4°5/I°5/0°5|0°5| I | 30°5 
youngest (38°5) 


EE att FI a Oe Saat Re Tan SAR aaa ee ee 
F 
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Sibships of 
two and over three and over 
Expected number 45 38°5 
Observed first S00 46 37 
Observed youngest ons ae 32 28 
Observed average intermediates a 40°7 


fully we find that the sibships of five and less outnumber those 
of six and more. Table IV has 128 of the former and 108 of the 
latter, and Table V has 119 and 103 respectively. 

Assuming once again that the sibships are distributed in 
accordance with the normal curve, as to size, we can compare 
the expected with the observed distribution as follows. 


TABLE VI. 


Size of Sibship 


I 2 3 4 5 6 / 8 9 Io+ 
Expected number...) 7 Io 19 29 38 41 36 27 16 13 
Observed number... 10 LAD | 22 AZ leefOuesy7) 33 16 I4 8 


This table confirms the conclusion that ‘‘ small ’’ families 
are in excess in Table IV, and similar results are obtained for 
Table V. Inspection of these tables shows also that more delin- 
quents in early positions in the sibships—first and second, in 
particular—are contributed by the ‘‘ small’”’ families than by 
the ‘‘ large’ families. In these tables, too, we find that aver- 
aging the frequencies of first and second children, and of third 
and fourth children, still leaves an excess of delinquents in 
both classes, according to.the Pearson reconstruction, but 
abolishes the excess in the first class, as compared with the 
Yule-Greenwood reconstruction. 

Our previous findings are thus entirely confirmed when we 
confine ourselves to a limited age group. Age, it may be con- 
cluded, is not the decisive factor in these findings. However, 
the short tables for the limited age group arouse the suspicion 
that in such a group an excess of early children is more depen- 
dent upon the excess of sibships of less than six, than in a 
heterogeneous age group. 

At this juncture it may be worth while introducing some 
ancillary data. 

Table VII shows the ordinal distribution of 191 children of 
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“true ”’ sibships referred for behaviour disorders to the East 
London Child Guidance Clinic which is situated in the same part 
of London as the Toynbee Hall Juvenile Court.?* 


TABLE VII. 


Clinic Cases. 


Observed Pearson Yule-Greenwood 
Fraternal Distribution Reconstruction Reconstruction 
position 
per 191 | per mille | per 1gz | per mille | per ror | per mille 
I 71 372 49 256 69 363 
2 46 241 44 231 50 263 
3 29 152 34 178 31 161 
4 18 94 24 127 18 95 
5 9 47 16 84 10 53 
6 8 42 oe 56 6 32 
7 5 26 7 36 4 18 
8 I 5 3 16 2 8 
9 ome 3 16 2 8 \ : 6 
Io and over I 5 x 7 


x? values: (1) Pearson reconstruction versus Observed distribution, y?=19°9. 
(2) Yule-Greenwood reconstruction versus Observed distribution, x?=4-7. 


TABLE VIIa. 
Size of Sibship 
Total 
I 2 3 | 4 5 6 i 8 9+ 
Expected number} 19 |19°5 12:6 8 AZZ 2>5 22%) '028 | O76 6978 
Observed first I9 23 19 | 3 3 2 I if fo) 71 
Observed average) — | — | 12 TO. Ae9 |l2t7} 22 qu Or7) | OOM ser 
intermediates (30°8 
Observed youngest} — | 16 7 9 5 ) 2 I I 43 
(50°3) 
Observed average} — | — | 9°5|10°5| 4 2° | 35 I I°5 | 32°5 
two youngest (30:8) 
Sibships of 
two and over three and over 
Expected number 50°3 30°8 
Observed first ; 52 29 
Observed youngest Gon AST ore 43 27 
Observed average intermediates — 32°7 


23 We are indebted to the Jewish Health Organisation of Great Britain, and 
to the physicians of the Clinic, for these data. 
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Judged by the Pearson reconstruction, there is a large excess 
of first children** among these cases, and a deficiency in every 
fraternal position after the second. The x’ test shows the 
chances of a worse fit than this to be about three in a hundred. 
We must, therefore, conclude the excess of first children to be 
significant. The Yule-Greenwood reconstruction, however, 
diverges very little from the observed distribution, and the x 
test shows the fit to be good. The observed excess of first 
children is thus, by this reconstruction, not significant. 

The short table, Table VIIa, does not show an appreciable 
excess of first children over expectation, and suggests that the 
observed excess is contributed by sibships of less than three 
members, for the most part. When we consider only sibships of 
three and more members, first children are seen to fall short 
of expectation, while intermediates slightly exceed expectation. 

These findings become intelligible when the following facts 
are taken into account: The average age of this group, 4o per 
cent: of whom were girls, was 9°8 years, with a S.D. of 2°5 
years. The mean size of sibship was 3°9 children. Most of the 
families were incomplete. Though drawn in the main from the 
same quarter of London as our delinquent sample, the average 
social status of this group was slightly superior. ‘There is no 
correlation between age and position in sibship (r= —0°07+0'05; 
cf. p. 316 above). 

From these facts one would expect to find an excess of first 
children in such a population, due not to a bias against the 
first child, but to a weighting of small families. And this seems 
to be perfectly evident from Table VIIa. 

Our next table, Table VIII, and the short table derived from 
the same data, Table VIIla, give the observed and expected 
ordinal distributions of 150 non-delinquent schoolboys, average 
age 13 years, of similar social sample, The familial conditions 
vere very similar to those found among the delinquents?®; 
i.e. there were both “‘old’’ and ‘‘ young ”’ families, though 
the majority appear to be completed; the boys all belonged to 
*“‘true’’ sibships; the mean size of sibship was 5-1. ‘The 


24 The same result has been reported by several American investigators, 
in particular, Thurstone, L. L., and Jenkins, P. L., Order of Birth, Parent 
Age, and Intelligence, Behav. Res. Fund Mon., Chicago, 1931; Goodenough, 
F. l., and Leahy, A. M., ‘‘ The effect of certain family relationships upon 
the development of personality,” Pedag. Semin., 1927, XXXIV, pp. 45 ff., and 
Rosenow, C., ‘The incidence of first-born among problem children,”’ 
Journal Genet, Psychol., 1930, XXXVII, pp. 145 ff. 

25 Cf. the similarity of the expected distribution, as given by the Pearson 
reconstruction from this data, and as given by the Pearson reconstruction 
from the delinquent data, Table Va, above. 
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sample is admittedly small, but it is, I believe, very repre- 
sentative of the general nopulaHinn Som which 13-year-old 
delinquent boys are drawn. Five representative boys’ schools 
were selected in the area feeding the court, and the top class in 
each asked to furnish the data. 


TABLE VIII 
150 working-class families ; 13-year-old boys. 
Observed Pearson Yule-Greenwood| All males 
Fraternal Distribution | Reconstruction | Reconstruction] Distribution 
position |——— | 
per 150 |per mille| per 150 |per mille} per 150 |per mille} per 150 |per mille 

if 38 253 29 195 41 274 30 199 
2 29 193 28 184 33 221 29 197 
3 19 127 25 165 26 171 25 164 
4 25 166 21 139 19 127, 21 138 
5 I2 80 15 Io0o sm 77 I5 98 
6 9 60 12 79 8 53 I2 79 
7 6 40 8 53 5 33 7 46 
oi eee oe 6 40 6 38 3 22 5 35 
9g and over ... 6 40 7 47 3 22 6 43 


x? values : (1) Pearson reconstruction versus Observed distribution, y?=7:07. 
(2) Yule-Greenwood reconstruction versus Observed distribution, y2=9-4. 


TABLE VIIIa. 


Size of Sibship 
Total 


ah iy SR ce, an MEE Ss Vee FEM ote RE a re eT 


Expected number] 8 FoR NiOw rls 7-5 hates Negegel Tea. ete OM. TON leaden 


Observed first 8 7 8 9 cos 2 I E ° 38 
Observed average) — | — | 7 6°5 13 515 e| 122 | 5S lero eas 
intermediates (25:6) 
Observed youngest} — | 8 5 8 5 4 5 I 2 38 
(33°) 
Observed average] — | — | 6 7 5 B25 Nes 5al) Of 5a as 29°5 
two youngest (25:6) 
Sibships of 
two and over three and over 
Expected number ais as ne 33°1 25°6 
Observed first ... Soc 50 Bi 30 23 
Observed youngest 3 nies 38 30 
Observed average intermediates “t — 24°6 


Bs 
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Judged by the Pearson reconstruction, there is some excess 
of first and fourth children in the observed population ; whereas 
by the Yule-Greenwood reconstruction the observed population is 
deficient in first children, but shows a slight excess of fourth 
and later children. ‘The test proves the agreement between 
observed and expected distributions to be good in both cases. 
A worse fit than that given by the Pearson reconstruction would 
be obtained about seven times out of ten, and a worse fit than 
that given by the Yule-Greenwood reconstruction about five 
times out of ten. As an additional control upon the observed 
population we have, in the last column of Table VIII, com- 
puted the distribution according to fraternal position of the 
total living male population represented by the 150 sibships, 
numbering altogether 458 males. The ensuing ordinal distribu- 
tion is closely similar to that given by the Pearson reconstruc- 
tion, except for a somewhat greater proportion of second 
children. Comparing this with the observed population leads 
to the same findings as for the comparison with Pearson’s 
reconstruction. 

The discrepancies between the expected and the observed 
frequencies would therefore not appear to be significant. ‘They 
remain suggestive, nevertheless, particularly in the light of 
the short table, Table VIIIa. ‘This shows that the ‘‘ small ”’ 
families do not contribute more than their share of first child- 
ren, with the result that these are not in excess. On the other 
hand, there appears to be an excess of youngest children, con- 
tributed mainly by ‘‘ large’ families. The too frequent occur- 
rence of boys from large sibships in positions later than the 
fourth would account for this, as well as for the previously 
noted slight excess of fourth boys. This, be it noted, does not 
arise from an excess of “‘ large’ sibships; for, actually, there 
are 61 sibships of six and more members, and 80 of less than 
six members (77 of five and more members, and 73 of less than 
five members). It is simply that in this sample of 12 to 14-year- 
old boys we find that those who have many brothers and 
sisters tend to come towards the middle or end of the sibship, 
whereas those who have not more than four siblings tend to be 
distributed fairly equally through all the positions available 
on the basis of pure chance. In point of fact something of the 
sort is bound to happen. Few 13-year-old boys are likely to have 
more than four or five younger siblings, unless their parents 
are unusually prolific. Hence a 13-year-old boy in a small sib- 
ship is equally likely to occur in any of the available fraternal 
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positions ; but in a large sibship he is rather unlikely to occur 
among the early members. As to the relative proportions of 
small and large sibships in such a sample as this, we may 
expect them to be more or less equal. For, while it is quite 
probable that small sibships outnumber large sibships in the 
general population (especially with a falling birth rate) and 
hence stand the chance of larger representation in a sample 
such as this, Yule and Greenwood’s contention that large sib- 
ships are weighted probably applies here. Other things being 
equal, we are more likely to find a 13-year-old boy in a large 
sibship than in a small one, at any given time; and the majority 
of boys in London at this age will be found in the top classes 
of elementary schools. The nett result of these mutually 
balancing tendencies might well be a chance distribution in 
fraternal positions.”* 

Conclusions.—Let us attempt to assemble our findings into 
some sort of coherent picture. In the Clinic Group (Table VII) 
we find a large excess of first children, due probably to the 
large proportion of incomplete and small families in the sample. 
Taking next the heterogeneous age group of delinquents 
(Tables I and Ia) we find there an excess of first and third 
children, which appears to arise chiefly from sibships of less than 
six members. Then, in the 13 to 14-year-old delinquent group 
(Tables IV to Vb) we still find an excess of first children, though 
less marked than in the heterogeneous age group, while the 
excess of third and fourth children has mounted. Finally, we 
have the schoolboy sample (Table VIII) ; and here we encounter 
no significant discrepancies between expectation and observa- 
tion, but there appears to be a suggestive tendency for fourth 
children and youngest children to exceed expectation. 

Now what have these three classes of children—the delin- 
quents, the clinic cases, and the schoolboys—in common which 
makes it legitimate to associate them? To begin with, the 
behaviour disorders for which children are referred to Child 
Guidance Clinics are regarded by all authorities as being akin 
to delinquency, psychologically and socially. Secondly, the 
schoolboy group closely resembles the 13-14-year-old delin- 


26 We have not specifically referred to ‘“‘only” children in the body of 
the paper, but in view of statements made by other investigators the follow- 
ing figures are of interest : : 

Percentage of only children: among all delinquents, 4:06; among 13 to 
14-year-old delinquents, 4:23; among 13 to 14-year-old delinquent boys, 
4°05; among the Clinic cases, 9:94; among 13-year-old-schoolboys, 5°33. 

The proportion of only children among our sample of delinquents does 
not appear excessive, and coincides approximately with that found by 
Slawson, J., The Delinquent Boy: A Socio-Psychological Study, 1926. 
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quent group in at least two features, age and social status. It 
differs from the delinquent group in one important respect, 
viz., the much greater probability that a boy of 13 will be in 
the top class of the elementary school, than that he will appear 
on a charge in the Juvenile Court. And we may perhaps assume 
that the schoolboy group is psychologically differentiated from 
the delinquent group—though the present writer would not 
care to be called upon to defend this assumption. 

Taking everything into consideration we venture to put for- 
ward the following hypothesis as covering the facts: 

The excess of first children is greatest in the Clinic Group 
and in the age-heterogeneous delinquent group. ‘These are the 
only two groups which contain a large proportion of young 
children, under the age of about 13 years. Almost the whole 
of the Clinic Group is so constituted, and about 47 per cent. of 
the age-heterogeneous delinquent group. One cannot avoid the 
deduction that the presence of young children in the sample is 
related to the excess of first children. We have also observed 
that first children are contributed almost entirely by sibships 
of less than six. When these two factors occur together, as in 
the Clinic Group and in the age-heterogeneous delinquent sub- 
group, first children exceed expectation by a large margin. 
The absence of the first factor in the 13 to 14-year-old delinquent 
sub-group, reduces the excess of first children and raises the 
excess of third and fourth children. This, too, may reflect an 
age influence. Thirteen-year-olds, as the schoolboy data indi- 
cate, would tend to heap up in the middle positions, in assort- 
ments of sibships as mixed as ours. ‘This is perhaps the 
explanation of the irregular excess of third and fourth,?’ as 
compared with second children, in the data of Table I. At the 
same time, we should expect no excess of first children in the 
13- to 14-year delinquent sub-group, on this reasoning. ‘The 
observed excess of first children among 13- to 14-year-old delin- 
quents must therefore be due to some other factor.** Perhaps 
we have here the operation of some psychological or social factor 
(or factors) truly selective for delinquency. 

Our data therefore lead us to the conclusion that there is an 
excess of first, and probably of third and fourth children, 
among the sample of young delinquents studied in the present 
paper. This excess we believe to be due only to a small” 


77 Goodenough and Leahy, loc. cit., found an excess of middle children 
among those reported for theft and sex delinquency. 


78 It will be remembered that Goring found a definite excess of first child- 
ren among adult criminals. 
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extent to psychological and/or social factors other than those 
which select delinquents by age and sibship. Our data, we 
venture to suggest, imply that first children are in excess among 
juvenile delinquents not because of psychological qualities they 
may lack or possess, as opposed to children in other fraternal 
positions; but because among those sibships marked out by 
social forces or psychological conditions, or what not, to produce 
a delinquent child (‘‘ boy ’? would be more accurate) either the 
early, especially the first, children suffer the brunt of the pres- 
sure, and become delinquent when they reach the appropriate 
age; or else, at a given time, when the constellation of pressures 
is such that delinquency is bound to occur in a particular sib- 
ship, the early children, especially the oldest, are in the most 
vulnerable position, mainly because of age, and the habits, 
obligations, and conduct associated therewith. 

This leaves a great many problems open still. What are the 
forces, social and psychological, which impinge upon a family 
and earmark one of its members for delinquency? Are they of 
a general nature, so that all families of a particular constitu- 
tion and status run the danger of producing a delinquent, or 
are they highly specific to individual families? Some general 
influences, e.g. those of neighbourhood, exist, as has been 
shown by Burt (op. cit., Ch. iv) and Shaw.” But there may also 
be specific influences of the kind described by clinicians like 
Adler. It is in this connection interesting to inquire why 
small, incomplete, families should occur so frequently in the 
Clinic Group of cases; for no rules have been laid down by the 
Clinic as to the age of children to be referred, problems for 
referral, etc. The selection of cases is left entirely to the 
education authorities. May one not surmise that certain 
families are, as it were, pre-ordained to have difficult or mal- 
adjusted children, and that by reason of age and position, first 
children are bound to show maladjustment before children in 
other birth positions, while other families are immune from 
maladjustment from the outset, unless special accidents inter- 
vene? Perhaps this may be reducible to what Stern calls the 
“‘convergence’’ of milieu and the character traits of the parents. 
Certainly, most workers in Child Guidance Clinics would 
testify that the centre of gravity of most of the problems they 
are called upon to deal with lies either in the parents or in the 
milieu. Something similar might be the main selective agency 
in juvenile delinquency—perhaps what is in many studies (e.g. 

29 Shaw, C., Delinquency Areas, Behav. Res. Fund. Mon., Chicago, 1929. 
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Burt’s op. cit., pp. 96-9, etc., referred to as ‘‘ defective discipline,”’ 
“lack of home control,’”’ ‘‘ bad companions’ and so forth—as far 
as the bias against first children is concerned. Both clinical and 
statistical studies will be needed to elucidate this question, and, 
especially, to disentangle it from the problems arising out of 
the influence of other psychological and social variables impli- 
cated in juvenile delinquency. 


SUMMARY. 


The present study is concerned with the relation between 
fraternal position and juvenile delinquency. The data were 
obtained from the files of probation officers in London. Exclud- 
ing step, foster, and illegitimate children, we had a final sample 
of 639 cases of young delinquents (587 boys, 52 girls; mean 
age 12°8 years). ‘The sample comprises almost entirely work- 
ing-class children living in a circumscribed area in London. 
Both Pearson’s method of reconstructing sibships, and the 
Yule-Greenwood probability method were used to determine the 
theoretically expected ordinal distribution of the population. 
The total age-heterogeneous sample shows a considerable excess 
of first children, and a smaller excess of third children among 
delinquents. When age is eliminated empirically by consider- 
ing only the 13 to 14-year-old delinquents, the result remains the 
same, except that the excess of first children is somewhat 
diminished and the excess of third and fourth children relatively 
increased. Sex, too, is shown to have no influence on the result. 
As additional data, the ordinal distributions of 191 cases 
referred to a Child Guidance Clinic and of 150 randomly 
selected 13-year-old schoolboys of similar social status to the 
delinquents, are adduced. ‘The Clinic cases show a great excess 
of first children, obviously due to the preponderance of small, 
incomplete families. The schoolboys show no significant dis- 
crepancies between observed and expected distributions. Closer 
analysis of all the data suggests that the excess of children 
in early fraternal positions, especially the first, is contributed 
almost solely by sibships smaller than the mean size of sib- 
ship. It seems, also, that the influence of a ‘‘ modal age of on- 
set’’ at or about 13 years in juvenile delinquency accounts for 
the excess of third and fourth children, to a large extent. We 
conclude, however, that some psychological or social factor(s), 
not reducible to size of sibship or age, and truly selective of 
first children, in delinquency, can be suspected. A suggestion 
towards an hypothesis about this factor is offered. 
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4 Book Reviews 


The Theory of Wages. By J. R. Hicks. Macmillan. Pp. xiv+ 
247. 8s. 6d. net. 


A reviewer’s first impulse is to congratulate Mr. Hicks on 
his courage. He has chosen a subject which is the occasion of 
continuous controversy—controversy in which the interests in- 
volved obscure counsel, and the last thing the parties want is a 
rationale of the forces they are playing with. Mr. Hicks’ 
sustained effort to state and relate fundamentals, even if it did 
not throw doubt on the validity of certain popular policies, 
would be resented as ‘‘abstract’’ and ‘‘academic.”’ Its justifica- 
tion is exactly that it is abstract and academic, as contrasted 
with empirical and popular; but it has the additional justifica- 
tion of working out in the end (if the ‘‘ practical ’’ reader has 
patience) into a very practical criticism of the recent policy of 
the authorities that most influence wages and in throwing a new 
and clear light on one aspect of post-war unemployment. 

Just because it is a sustained argument, the book does not 
lend itself to summary. The foundation is a restatement of the 
Marginal Productivity Theory. ‘This is given a more realistic 
turn than Marshall gave it by stressing the use of alternative 
methods of production as a means of effecting a marginal sub- 
stitution of one factor for another. The difficulties involved in 
the discontinuity of the factor Labour are shown not to matter 
very much. The working of competition is analysed-with many 
acute observations. (‘‘ Potential mobility is the ultimate sanc- 
tion of the inter-relation of wage-rates.’’) Chapter VI, which 
concludes the first part, is a penetrating and original study of 
the effects of invention on wages, which is used later in the 
examination of the effect of wage-regulation on the employment 
of capital in industry. 

Part II applies the theoretical results of this analysis to the 
actual problems of wage-regulation. ‘‘ The forces elucidated 
by equilibrium analysis are the forces which, in nearly every 
case, cause wages to change.’’ ‘The introduction of collective 
bargaining does not modify the ultimate interdependence of 
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wage-rates and employment, but the connection is overlain and 
obscured. ‘‘ The unemployment caused . . . does not all appear 
at once... . [he unemployment which is actually the result 
of the original advance will only show itself as plant comes to 
be renewed, or as the marginal firms die off and there is none 
to replace them ”’ (p. 184). It may not appear at all in the trade 
that secured the uneconomic advance; ‘‘ The pools of sweated 
labour which disfigured England at the beginning of this century 
have now been succeeded by pools of unemployed; the fact that 
the latter are not in the same places as the former will surprise 
no one who has understood the analysis.”’ 

Chapter VII, on The Theory of Industrial Disputes, is novel 
and interesting. It is perhaps no criticism to say that few 
employers or trade union officials would recognise themselves 
in the account of their actions given in it; but they might fairly 
complain that it exaggerates the element of conflict and under- 
estimates the efforts of both sides to find and secure the right 
wage. Unlike the theoretical student, the parties for a wage 
dispute have to give values to all the variables in the formula 
which expresses the appropriate wage-rate, and in most cases 
of dispute there is a genuine difference of opinion on the values 
to be given. The judgment on Compulsory Arbitration in the 
same chapter would seem to call for reconsideration in the light 
of the effective use of Compulsory Arbitration to reduce wages 
in Germany (under Briining) and in Australia last year. 

Mr. Hicks’ style is perhaps unsuited to a purely abstract 
analysis. He is able to say what he has to say with complete 
lucidity in the ordinary language of English letters; he invents 
no new technical terms—there is one exception, the distinction 
of inventions into ‘‘ autonomous ’’ and ‘‘ induced,’’ but this is 
provoked by Professor Pigou—and relegates his algebraical ex- 
pressions to footnotes and an appendix. ‘The result is that the 
reader does not always remember the*assumptions on which the 
argument proceeds, and forgets the warning that ‘“‘ these arti- 
ficial conditions, although they may serve as a convenient model 
for analysis, are not a description of what really happens.’ I 
am not sure that the writer does not sometimes deceive him- 
self and attribute to capitalists and wage-earners (for example, 
in the influence he attributes to a disturbance in relative rates 
of profit) a rationality of conduct that would make even ‘‘ plan- 
ning ’’ easy. Again, to conceive of people balancing the attrac- 
tions of casual against other employment, or the advantages of 
more leisure against more income, or the utility of additional 
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income against the disutility of additional work is of doubtful 
use in a world in which most people are glad to take the best 
job they can hear of on the conditions offered, and to leave to 
Factory Acts and trade unions the balancing of advantages 
against disadvantages. 

The reader may question the method employed in another 
instance. In Chapter IX there is an interesting analysis of the 
way in which a rise in wages, by disturbing the existing distri- 
bution of purchasing power and the existing demand for labour 
in industries using much and little fixed capital respectively, 
may cause extensive unemployment in the industries producing 
consumers’ goods and in distribution, while stimulating employ- 
ment in the equipment industries. It will occur to the reader, 
and it is duly pointed out, that the rise, or rather maintenance 
during a fall in the price-level, of wages in England since 1922 
produced a situation ‘‘ almost diametrically opposite.’? The 
analysis is then reconciled with the facts by bringing in the 
influence of an assumed net reduction in the amount of saving. 
This is at once too little and too much. It is too little if it 
is offered as an account of the post-war depression, too much if 
we are concerned only with the theory of wages; there are half 
a dozen good reasons why a tendency of excessive wages to 
cause unemployment should not in practice have worked them- 
selves out. Similarly, although the argument of this chapter 
is cited in support of the contention that the ‘‘ pools of unem- 
ployment’’ (referred to above) are connected with the regulation 
of wages which has abolished pools of sweated labour, Mr. 
Hicks would not attribute them exclusively to this cause, and 
most people would not attribute to wage-regulation a very 
important influence. 

The book is a theory of wages, and, since wages are only one 
element in the economic complex, it can throw only a partial 
light upon a problem such as contemporary unemployment ; Mr. 
Hicks expressly disclaims any attempt to deal with cyclical 
fluctuations in industry. Its value is that it elucidates its own 
subject and compels attention to the influence which wage-regu- 
lation may have played in bringing about the present situation. 
The explanation of the effect which ‘‘ uneconomic ”’ wage-rates 
may have through their influence upon capital accumulation, 
the extent of capital-employment in industry, and the redistri- 
bution of employment, is new and important. These effects are 
revealed by a statical analysis of industry; in fact, as Mr. 
Hicks would be the first to insist, we live in a dynamic 
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system. In discussing the effects of wage-regulation upon the 
employment of capital and invention, he departs from the 
assumption of a stationary community, and examines the effect 
of a rise of wages in a community ‘“‘ which is advancing in 
wealth by the accumulation of capital—a rather more cheerful 
case, and one which is more directly relevant to the recent 
history of England ’’; and he shows how the trouble caused by 
a rise in wages might in such a community be ‘‘ purely tempo- 
rary,’’ the unemployment caused disappearing as accumulation 
proceeds and the marginal product of labour rises. If to the 
accumulation of capital we add the more important influence 
of scientific invention and industrial progress in increasing 
wealth, have we not here the normal case? On a static view the 
trade unionist has nearly always been wrong in resisting a 
wage-reduction ; on a dynamic view he has nearly always been 
right. He was wrong between 1923 and 1929 in attributing un- 
employment to temporary cyclical depression—as most other 
people were; but he would be right, I think, if he asked Mr. 
Hicks to supplement this analysis by as full a study of the 
dynamic elements in his problem. 
HENRY CLAY. 


Economic Scares. By Epwin Cannan. P. S. King. 1933. 
POTS 5) 6 Ass OGn net: 


This book brings together the Sydney Ball Lecture of 1931, 
under the title ‘‘ An Adverse Balance of Trade,’’? the address 
to the Royal Economic Society of May, 1932, under the title 
“Not Enough Work for All,’’? the address to the Centenary 
Meeting of the British Association on overpopulation, and a 
hitherto unpublished paper on ‘‘ Too Little Saving.’’ It con- 
tains as appendices, reprinted with justifiable pride, a ‘‘ Foreword 
of Population’? made in 1895 and a “‘ Forecast of Natality ’’? made 
in Igor. : 

It will be a sad day for the world when Professor Cannan 
tires of protesting against its follies. He has two qualities 
which enable him not only to say the right thing, but to say 
it in a way which may convince the plain man. ‘The first is his 
capacity for writing clear and unambiguous English, which 
everybody can understand. The second is his habit of looking 
all the facts in the face. This enables him to say bluntly, ‘‘ In 
the present circumstances, if you do this the result will be almost 
certainly such and such.’”’ The pure theorist indeed attains 
exactness—with the aid of equations and diagrams and an array 
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of assumptions—but the plain man cannot understand him, 
and even if he could he would not see just how it all applied 
to the real world. If economics is to be more than an intellectual 
amusement we need more writers like Professor Cannan. 

This is not the place to display some of the plums of wise 
commonsense to be found in this particular pie; it seems more 
appropriate to comment upon some other ingredients which I 
view with a little suspicion. 

In smiting the stupidities of mercantilism, Professor Cannan 
asserts soundly that the balance of trade will always ‘‘ redress ”’ 
itself so far as is necessary (p. 14): the notion that it must be 
watched over and kept right is an exploded superstition (p. 19). 
This is clearly true, although the present British Government 
seems not to think so, when the exchange-value of a currency 
is quite free to vary in order to equate supply and demand. But 
what of a currency on the gold standard? Its exchange-value is 
pegged and yet people are allowed to buy or sell as much of it 
as they wish, giving or getting foreign currency in exchange. 
The Government or Central Bank responsibility for keeping 
it pegged will be obliged, one would think, to ensure that supply 
and demand equate at the pegged value. Doubtless an excess 
of supply followed by an excess of demand can be met comfort- 
ably by a diminution followed by an increase in balances of 
foreign currency held abroad; but a constant excess of supply 
over demand, or conversely, would seem to call for more positive 
action. Even the plain man will doubt the Bo Peep doctrine 
applied to lost sovereigns. 

Professor Cannan retorts with the Isle of Wight. Whoever 
talks of the balance of trade of the Isle of Wight? ‘‘ There is 
no conceivable reason for supposing the case of Great Britain, 
or any other great country, to be different from that of the 
Isle of Wight ’’ (p. 14). 

Let us consider what would happen if the inhabitants of the 
Isle of Wight wanted to make more payments week by week in 
the mainland, in order to buy goods, invest, and so on, than 
the inhabitants of the mainland wanted to make in the Isle. If 
only metallic coins were used as means of payment, coins would 
leave the Isle for the mainland and stay there, in order to 
equalise the debits and credits of the Isle. Prices and incomes 
would fall in the Isle, its exports would thereby be stimulated 
and its imports checked, until the two streams of payments 
were equalised without further movements of coins. If the Isle 
had its own bank, through which all such payments were made, 


334 ECONOMICA [AUGUST 


the banker would find his mainland balances steadily diminish- 
ing and would be constrained to cut down advances, and perhaps 
export coin, in order to replenish them. 

A country is indeed in the same position, and if Professor 
Cannan means only that external equilibrium would be main- 
tained provided that in such circumstances, gold being freely 
exportable, the loss of gold were allowed to have its full effect 
in lowering prices and incomes, I am in agreement. Even so, 
I would urge that the authority which has shouldered the 
responsibility of pegging the exchange-value of the currency 
should take positive action to ensure that the loss of gold does 
have the appropriate effect. But one gets the impression that 
Professor Cannan believes this authority can even try to 
counteract the loss of gold by keeping the total means of pay- 
ment in the country the same and that yet equilibrium will be 
maintained. Anyone who looks around the world and recalls 
the last few years must find this too simple to be true. 

I doubt also whether Professor Cannan is quite a safe guide 
on the consumption of capital. Of course, for many years he has 
been aware of this as a possibility—‘“‘ the negative of accumu- 
lation’ (p. 77) he calls it here—but he thinks (p. 64) people 
nowadays fear it has taken place when, in fact, there has been 
accumulation. ‘‘ By far the. safest way to discover whether 
accretions to stock and equipment are being made...is... to 
look at the actual stock and equipment, physical and moral, 
and consider what have been the accretions in the period under 
review’ (p. 64). Undoubtedly cinemas and swimming pools 
may be as much wanted as machinery and stocks of goods. 
Nevertheless, changes in physical quantity may be a most mis- 
leading measure. Changes of taste or technique, discoveries 
of new products or mineral supplies, the refusal of other areas 
to buy the goods which one area can produce most advant- 
ageously, and so on, can all alter drastically what I think 
Professor Cannan would call the utility of a given aggregate 
of material equipment. It may pay a country to leave a large 
part of its equipment unused just as it may pay it to leave 
a large part of its natural resources unused. If a bigger capital 
structure has been erected than can be maintained, or than 
people wish to maintain, this will be inevitable. A spice of the 
time-structure of production, although somewhat unfamiliar to 
English palates, might have made the pie taste better. 

FREDERIC BENHAM. 
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‘The Indian Tariff Problem. By H. L. Dey. Allen & Unwin. 
1933: Pp. 288. 16s. 

Indian Industry and Its Problems. Vol. I: ‘ Factors in In- 
dustrial Development.’’ By H. R. Soni. Longmans Green 
& Co. 1933. Pp. 434. ais. 

Some Bengal Villages. Edited by N. C. BHATTACHARIVYAR and 
L. A. NaTesan. University of Calcutta. 1932. Pp. 225. 

Purdah: The Status of Indian Women. By Friepa Hans- 
WIRTH. Kegan Paul. 1932. Pp. 284. tos. 6d. 

It is extremely interesting to compare the views on tariff 
policy expressed by Dr. Dey and Dr. Soni—both Indian 
economists who write with force and distinction, and are free 
from the taint of “‘ nationalist ”’ prejudices (although both are 
whole-hearted patriots in the best sense of the term). Dr. Dey 
writes solely of the tariff problem, his method being first to 
examine the place of customs duties in India’s financial system, 
and then to analyse in detail the results of the protection 
recently afforded to three of India’s large-scale industries, i.e. 
the cotton mill, iron and steel, and sugar industries. 

Dr. Dey shows not only that the ‘‘ overwhelming pressure 
of indirect taxes ’’ in India makes the burden of taxation in 
general heavily regressive, but also that, as a large part of the 
customs revenue is derived from the taxation of the necessaries 
of life and means of production, the burden tends to press 
unduly on the poorer classes and also to ‘‘ impinge upon costs 
of production’? and thus ‘‘to undermine the competitive 
strength of the unsheltered and unprotected industries in 
the home market and of the exporting industries in the 
foreign market.’’ In addition, he argues that such taxes tend 
to redistribute the national income in the direction of greater 
inequality, by transferring income from the general mass of 
consumers to the favoured group of entrepreneurs, investors 
and wage earners who are connected with the protected indus- 
tries. He concludes, in general, that ‘‘ most of the arguments 
that have been set forth by the Indian Fiscal Commission are 
one-sided, superficial, and at best, of a limited degree of appli- 
cation to the particular economic conditions of India.” 

The chapters in the cotton and iron and steel industries are 
penetrating and informative, containing, in particular, acute 
criticisms of the organisation and management of the cotton 
industry on the one hand, and of the findings of the Trade 
Board with regard to the steel industry, on the other hand. 
The treatment of the sugar industry is less satisfactory, partly 
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(no doubt) because of the more recent transference of sugar 
to the ‘‘ protected ’’ schedule—a transference completed since 
Dr. Dey wrote. 

In estimating the results of protection Dr. Dey (unlike Dr. 
Soni) considers not only the development of the protected indus- 
tries, but also the direct and indirect burden involved by the 
protective duties. His conclusions are striking and important, 
but may it not be questioned whether, in the particular circum- 
stances of the cotton industry, it is fair to assume that the 
whole of the duty is paid by the consumers? ‘The power of 
the Japanese to reduce prices over a long period has proved so 
amazing (for instance, when, on the removal of the cotton- 
excise on Indian mill-made cloth, they immediately reduced 
their prices by the full extent of the excise) that there is reason 
to think that the Japanese, at least, have borne part of the 
burden. If so, then Dr. Dey’s estimate of the burden on con- 
sumers is too high. Whether this state of affairs can continue 
indefinitely is another question. 

The results of Dr. Dey’s analysis strongly support his free- 
trade contentions, but whether or not they will prove convine- 
ing to others depends largely on the emphasis laid by the 
latter on non-economic, or quasi-economic arguments. Those 
who believe in the merits of a ‘‘ better-balanced ’’ economic 
system, and in the ‘“‘ educative ’’ influence of modern large- 
scale industries, will no doubt continue to desire protection, 
although Dr. Dey himself alleges that ‘‘ protection has actually 
impeded the necessary process of rationalisation,’? and that 
the protection of steel has prevented the development of various 
basic industries (including the railway, engineering and mining 
industries) which “‘ are of as great, if indeed not greater, basic 
importance to the economic development of the country than 
the steel industry itself.’’ . However this may be, every student 
of economic conditions in India will find much of interest and 
value in these well-written pages. 

Dr. Soni has undertaken the extremely ambitious task of 
examining, in three volumes, both the general factors affecting 
industrial development in general (in the first volume, now 
under review), and of analysing in detail conditions in each 
of India’s “basic”? and “ non-basic ” industries (in two forth- 
coming volumes). 

First he attempts to elucidate the real causes of the decline 
of Indian handicrafts and of the slow progress of modern indus- 
tries, and then he surveys each of the main factors affecting 
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industrial development: i.e. raw materials, power resources 
(and localisation of industry), industrial finance and manage- 
ment, labour, and State action. Dr. Soni thinks that indus- 
trialisation along Western lines is both inevitable and, on the 
whole, desirable, although he admits that it can do but little 
to solve the fundamental problems of poverty and overpopula- 
tion. He expresses his point of view with vigour, on some 
occasions, perhaps, with unnecessary violence! ‘To my mind 
the chief defect of the book is its undue preoccupation with, 
and optimistic attitude towards, fiscal protection. Dr. Soni 
makes no attempt either to argue the theoretical question or 
to estimate realistically the results of protection, but appears 
to be content to assume the complete success of protection else- 
where. ‘‘ The United States, Japan, Canada, Australia and 
South Africa solved, and are still trying to solve, all their 
difficulties mainly with the help of protective tariffs’? (p. 336). 
They ‘‘ did actually succeed in establishing the main indus- 
tries for which conditions in the country were favourable.’’ 
This may be so, but the question remains: ‘‘ At what cost?” 
And here Dr. Soni offers no guidance. If Dr. Soni can reply 
to Dr. Dey’s conclusions, let him do so. 

Nevertheless, Dr. Soni’s book contains much sound sense 
and valuable information. Useful suggestions are made on 
many important subjects, particularly with regard to the 
development of electrical power and the localisation of indus- 
tries, and the book should not be missed by any student of 
Indian economic problems. 

In his foreword to the series of village surveys, edited by 
Professors Bhattachariyyar and Natesan, Mr. D. M. Hamilton 
truly remarks that ‘“‘it is a healthy sign of the times when 
young, educated India is interesting itself in the affairs of 
rural India.’’ I have no desire to throw cold water upon such 
economic investigations, and agree with Professor Bhattach- 
ariyyar that in India “‘ the study of rural economics is the 
greatest need of the hour.’’? Moreover, I am certain that the 
students who undertook these investigations gained useful 
experience and information which will assist them to become 
competent economists in the future. At the same time it is 
questionable whether the actual publication of the surveys, 
some of which can only be called immature, if not puerile, is 
of advantage to anyone. Would it not be better if a more 
experienced hand were to utilise the facts collected by a series 
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It is hardly appropriate to review the most fascinating study 
of the status of Indian women, in the past and at the present- 
day, by Frieda Hanswirth (Mrs. Sarangadhar Das), in connec- 
tion with the economic studies dealt with above. It can only 
be said that the author is eminently, and perhaps uniquely, 
qualified for her task, by reason of her personal experience, 
psychological insight, and powers of analysing in non-technical 
terms the results on sentiments and customs of the philosophy 
and ideals which permeate the lives and up-bringing of vast 
numbers of Indians. Unless Young India faces her social prob- 
lems, the most important of which either relate to, or are 
indirectly connected with, the position, lives and influence of the 
women of India, a satisfactory standard of life will never be 
achieved, even from the purely material point of view. I can 
imagine no more necessary or beneficial task for the coming 
generation in India than a study of the problems discussed in 
this most excellent and stimulating book. 

VERA ANSTEY. 


Institutional Revenue. By H. D. Dickinson. Williams and 
Norgate. 1932. Pp. 264. 10s. 6d. 


The thesis of this book is that the distribution of personal 
incomes in any society depends largely upon the institutions 
of the society. Social institutions restrict the supply of, and 
the personal control over, the factors of production in various 
ways quite apart from the natural restriction or scarcity of 
the factors themselves. Institutional restriction, defined in 
this way, is equivalent to inequality of opportunity, and the 
owner of a restricted factor receives a surplus similar to a 
monopoly revenue. ‘This surplus is Mr. Dickinson’s Institu- 
tional Revenue. 

Except that it is dignified with a new name, the thesis is 
not strikingly novel, and the main, interest lies in the way 
in which it is developed. In tracing the dependence of personal 
‘income distributions upon social institutions, Mr. Dickinson 
attempts ‘“‘ to combine the analytical method of the modern 
marginal school with the historical economists’ recognition of 
the existence and influence of social institutions.’? The 
“modern marginal school’? to which Mr. Dickinson adheres 
is the (older) Austrian School, and a substantial portion of the 
book is devoted to an exposition of the analytical method of 
this school. The account given of the theory of value and 
of factor distribution, based on marginal utility and marginal 


1933] BOOK REVIEWS 339 


productivity, is extremely able and well balanced. The 
important points are given due emphasis and, except, perhaps, 
for the retention of an unnecessarily complicated terminology, 
the exposition is as clear as can be expected. The account 
could, however, be improved in some respects by the introduc- 
tion of the ideas of contemporary writers of the Austrian 
School and of the more mathematical marginal schools. ‘The 
Austrian and Lausanne treatments of the theory of value can 
be combined to their mutual advantage, a fact which is becoming 
increasingly recognised. 

At this stage, Mr. Dickinson does not succeed in making clear 
the exact position reached by the analytical economist. The 
organisation of production and the distribution of personal 
incomes can be shown to be theoretically determinate—but only 
provided that certain assumed data are given. ‘The data 
assumed include the technique of production, the market con- 
ditions, the number and the tastes of the individuals composing 
the market and their personal control over the factors of pro- 
duction. In systems with differing sets of data, the organisation 
of production and the income distribution are necessarily 
different, but the same economic theory applies in all the 
systems. It is thus possible to consider various alternative 
systems, actual or hypothetical, with various production 
techniques, various market conditions and so on, by means of 
one analytical method and to compare the organisations and 
income distributions appropriate to each. 

Now Mr. Dickinson’s main problem is, in effect, the com- 
parison of the income distributions in systems involving various 
conditions of personal control over the factors of production, 
control restricted in one way or another by social institutions. 
Two essential points must be noticed. First, the systems to 
be compared must be chosen so that they differ only as regards 
the data of personal control over factors of production. The 
production technique, the market conditions, the numbers and 
the tastes of the individuals must be the same in all the 
compared systems. Secondly, Mr. Dickinson’s treatment of 
the problem necessarily involves a standard of comparison, the 
ideal hypothetical society in which there is no restriction of 
the factors of production by social institutions. This does not 
mean, of course, that social institutions are entirely absent in 
the standard society and it is suggested, without much convic- 
tion, that either the ideal individualistic or the ideal com- 
munistic society would be the appropriate standard to choose. 
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An actual society is thus to be compared with an ideal standard 
society which differs only as regards institutional restriction ; 
all other data are common to both societies. 

The definition of Institutional Revenue is now simply the 
difference between the income of a given individual in a certain 
society and that in the ideal unrestricted society. It is clear 
that institutional revenue, as defined here, can be positive or 
negative according as the restriction is favourable or unfavour- 
able to the individual or to the class to which he belongs, a point 
not made explicit by Mr. Dickinson. A discussion of the various 
forms of institutional restriction, and of the institutional revenue 
to which it gives rise, is the avowed object of the book, but, when 
the preliminaries have been disposed of, the actual discussion 
given is found to be extremely slight and sketchy. Itis a perfectly 
well-known fact that the institutions of property and inheri- 
tance, of education and the family and the existence of non- 
competing classes restrict the personal supply of the factors 
of production and create an element of “‘ institutional revenue.”’ 
To our knowledge of this interesting subject Mr. Dickinson adds 
little that is new or acute, though, on the other hand, he says 
nothing to which any economist of standing can object. All 
that is given is a useful account of the social institutions of a 
modern society and a straightforward statement of the ways 
in which they affect the distribution of individual incomes. 

It is impossible to resist the conclusion that Mr. Dickinson, by 
choosing such an extensive field for the application of analytical 
economics, has not greatly facilitated the task of bridging the 
ever-widening gulf that separates the studies of the analytical 
economist from those of the economic historian and statistician. 

R. G..D. ALLEN, 


Great Britain and the Gold.Standard: A Study of the Present 
World Depression. By H. F. FRAsErR. Macmillan. 1933. 
Pp. ix+206. 8s. 6d. 


In this book Professor Fraser looks at the world depression 
mainly, though not exclusively, as it has affected and has been 
affected by British monetary policy. He considers—what nobody 
can dispute—that the 1925 return to gold was at a rate which 
appreciably overvalued sterling, and he sees Britain’s troubles 
largely as the consequence of refusing to take the purgative 
of cost-cutting which was necessitated by that untimely step. 
But that is far from his whole story. The fashionable 
nationalism led to competitive tariff building in the outside 
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world. ‘That tariff building made the gold standard difficult 
to work for a country which clung to free trade. That is all 
he has to say, in the historical part of the book, about the 
working of the gold standard. Surely, on his own showing in 
later pages, he would admit that at least as important as tariffs, 
in this respect, were the widely varying increases in produc- 
tivity in different countries? 

After an interesting though piecemeal review of the Ameri- 
can boom, the author arrives at the crisis of 1931. His view 
is definitely that ‘‘ Great Britain could have saved the gold 
standard with a repressive bank rate,’’? though he shows him- 
self keenly aware of the difficulties in the way of such a policy. 
Whether his conclusion shows a sufficient appreciation of the 
enormity of those difficulties is, and must remain, a matter of 
opinion. 

Coming to the effects of the departure from gold, Professor 
Fraser’s discussion is, on the whole, fair, and his conclusions 
acceptable. But at times (see especially p. 127) he comes 
dangerously near that singularly naive position of criticising 
the departure from gold because ‘‘ the falling exchange rate 
for sterling exerted a severe deflationary pressure, under com- 
petitive conditions, in the gold countries, and caused their 
prices to fall further.’’ Nobody can dispute the fact that our 
cutting of gold costs tended to depress world gold prices; but, 
so far as direct effects of this kind are concerned, it matters 
not whether gold costs were cut by sterling falling in terms of 
gold, or by costs in sterling being cut. The Rake’s Progress 
had to be cut short and the tradesmen who had fattened on his 
extravagances necessarily found trade slackening. When, as 
is more general in this book, the writer insists on the defla- 
tionary effects of the shock to confidence, he is on surer ground ; 
but even then he tends to ignore the possible effects of the 
various alternative courses. 

Looking at the future, Professor Fraser thinks that sterling 
should soon return to gold at a gold value equal to at least 
84 per cent. of its previous par value. It is clear, however, 
that this figure is based on his quite untenable estimate of the 
external undervaluation of sterling during 1932. Nobody would 
question the opinion that there was a sense in which sterling 
was undervalued ; but Professor Fraser (in Chapter I and again 
on p. 129) clearly holds that there was undervaluation in the 
sense that speculation was on balance adverse to sterling (i.e. 
there was a net movement of funds from London). This view 
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simply does not accord with the facts (see e.g. Economist, June 
24th, 1933). 

There is a useful review of American inflation. In that sec- 
tion, however, British readers would have been interested to 
find an American explanation of the great relative increase in 
‘‘Time Deposits.’? Was it a change of form or of substance? 

Minor faults are few. Among them the most important are 
the complete inadequacy of the treatment of the 1931 tariff- 
cum-bounty alternative to devaluation, and the chart on 
page 80. After the concluding lines on page 79 the cutting off 
of the base of the chart constitutes a flagrant abuse of the 
graphical method. 

Unfortunately the author, being apt to condemn as “‘ un- 
sound ’’ alternative views which are as logically defensible as 
his own, has not achieved his aim of maintaining a detached 
position. The book remains, however, a well-written tract 
which, despite the familiarity of the ideas, is interesting because 
the author thoroughly understands his own position. 

R. S. SAYERS. 


Annual Digest of Public International Law Cases: Years 1919- 
1922. Editors SIR JOHN FISCHER WILLIAMS and H. LauTErR- 
pAcHT. Longmans, Green & Co. 1932. Pp. 510. 45s. 


Although the first in years covered, this is actually the third 
of the annual digests of international law cases to be published, 
those for 1925-6 and for 1927-8 having appeared in 1926 and 
1928 respectively. The classification and method of digesting 
are in general the same as in the other volumes. ‘Three sub- 
heads: ‘“‘ Subjects of International Law,’’ ‘‘ Treatment of 
Minorities Apart from Treaty,’’ and ‘‘ Unilateral Means of 
Redress Short of War ’’ have been added since the first volume 
published. The editors have produced a high degree of uni- 
formity in the manner of digesting, in spite of the fact that 
the digests are prepared by over twenty contributors in different 
countries. Some of the contributors have more extensive foot- 
note references to related cases than others, a practice much to 
be encouraged and some have been more free in the use of direct 
quotations, a practice also to be commended where possible 
without sacrifice of brevity. 

The present volume digests thirty-four cases from inter- 
national tribunals, a much smaller proportion than appeared in 
the digest for 1925-6. Prize cases, of which there were many 
during the period, are omitted for adequate reasons explained 
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in the preface, although a few involving principles from other 
branches of international law are included. A third of the three 
hundred odd cases digested are from courts of the United States 
and Great Britain, a larger proportion than in 1925-6. Another 
third are from continental European countries. There are 
twenty-eight cases from Latin America. Asia, Africa and 
Oceania, however, produced only sixteen (South Africa 5, 
Egypt 9, Japan 2). This distribution is natural, but it would 
be interesting to have more opinions, if indeed they exist, from 
courts of States with a non-western European civilisation. 

_ It is a question of some difficulty to decide what cases really 
bear upon international law. Many of those selected offer no 
juridical interpretation of international law, but turn on the 
interpretation of national legislation or acts of the political 
departments of the governments. Such matters as the meaning 
of a nationality law, the meaning of legislation defining national 
jurisdiction, or the meaning of executive acts of recognition, 
are the questions at issue in many of these cases. If these ques- 
tions are decided by national courts there is seldom discussion 
of the compatibility of the national action with international 
law in a genuinely juridical spirit, because of the fact that 
national courts regard themselves as bound to respect a national 
legislative act or a political decision, irrespective of what they 
think of it. Such cases are, therefore, of interest to inter- 
national law only as showing the interpretation of the State’s 
powers and rights under international law as expressed by its 
own political organs. 

Among interesting questions of international law dealt with 
in these cases is the determination of the legal dates of political 
changes. It is interesting to discover that Czech, Austrian and 
German courts agree that Czechoslovakia came into existence 
and had title to her present territories from the date of her 
declaration of Independence on October 28th, 1918. (Cases No. 
4-7, 24 and notes). Polish courts have expressed the interesting 
opinion, not accepted by Swiss courts (No. 42), that Poland 
had a continuous existence during the Nineteenth Century in 
spite of the partitions (Nos. 16, 17 and 18) relying in part on 
the autonomy of Russian Poland provided in 1806 and 1815, and 
in part on the continuity among the Polish people of a “ steady 
tradition ’’ and ‘‘ consciousness of social differentiation from the 
invaders.’? ‘This opinion may be compared with the decision of 
the Permanent Court of International Justice (Series A, No. 7, 
Annual Digest, 1925-6, No. 79) that Germany retained title to 
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the territories which became Polish until the Treaty of 
Versailles went into effect. 

There are many interesting cases dealing with the jurisdiction 
of courts over foreign States, public vessels and diplomatic 
characters, with the external effect to be given to acts of un- 
recognised governments, with the succession to obligations 
attached to annexed territory. On these questions the national 
courts have often had an opportunity to express an opinion based 
on sources of international law. On the last, however, they 
have frequently been limited by legislation or national declara- 
tions of policy, and there has been little agreement among the 
courts of different States (Nos. 59-62). It is to be noted that 
while international tribunals are not limited in their investiga- 
tion of international law by a superior obligation to national law, 
they are frequently bound by particular treaties which may or 
may not conform to the general principles of international law. 

The editors repeat what was said in the preface to the volume 
for 1927-8, that a digest is not a case book and sometimes cases 
have to be split into parts coming under two or more headings. 
There has perhaps been less of this splitting in the present than 
in earlier volumes. If one compares the method of these volumes 
with that of Fontes Juris Gentium, edited by Viktor Bruns in 
Berlin, one might be tempted to suggest that they are case books 
rather than digests. Fontes Juris Gentium devotes separate 
volumes to the opinions of international tribunals, of national 
tribunals, and of foreign offices, and it carries analysis much 
further than does the Annual Digest. It gives none of the facts 
of cases, but groups brief quotations from different cases under 
the headings. This method is similar to the one employed by 
Justinian in the Digest and to some extent by such common 
law compendia as the Century Digest. It destroys the unity of 
cases entirely and has obvious disadvantages, especially in the 
field of international law, where it is important to know the 
limitations upon the court’s capacity to apply general inter- 
national law. 

The Annual Digest seeks to relate the legal conclusions with 
the facts of the case and thus to preserve in a measure the unity 
of each case. It is thus a hybrid between a condensed case 
book and a digest. The reviewer is inclined to believe that for 
an annual publication it is more useful than a highly analysed 
digest, but suggests that possibly with this method it would be 
an advantage to simply the classifications, so that division of 
cases could be reduced to the minimum. After all, cross 
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references can take care of portions of cases that belong 
elsewhere. 

Classification is a difficult matter and the topics of inter- 
national law are by no means standardised. In fact, the post- 
war developments in the field of international organisation have 
impaired the degree of standardisation which previously existed. 
The Annual Digest has eleven main heads with an average of 
five lettered heads under each, which, in turn, cover an average 
of four sub-heads. Fontes Juris Gentium has twenty-three heads 
with numerous sub-heads under each. Moore’s Digest of Inter- 
national Law has twenty-eight chapters with an average of ten 
heads in each, some of them covering many sub-heads. Main- 
tenance of an established classification is obviously a desideratum 
in an annual series. Yet the reviewer believes that the time 
may have come when the editors should consider whether some 
extension of the number of main headings, so as to eliminate 
the need of the several sub-classifications, would not be desir- 
able. It is even possible that a simple chronological arrange- 
ment of the cases under each international tribunal or State 
would be equally serviceable if accompanied by a comprehensive 
analytical index. There is some advantage in having the 
material from the same jurisdiction together. With the present 
scheme so much is given of each case that the advantage of 
rapidly perusing the gist of many cases on a detailed point of 
law is largely lost, and at the same time the advantage of pre- 
serving the unity of each case, both law and facts, is not entirely 
preserved. 

In view of the existence of Fontes Juris Gentium it would 
seem that the Annual Digest might tend more to the case book 
and less to the digest type. 

The gain to international law of having judicial material from 
all important States and international tribunals available is so 
tremendous that the reviewer would hesitate to criticise the plan 
of organisation were it not that the editors invite it. 

Quincy WRIGHT. 


Scottish Abbeys and Social Life. By G. G. Coutton, Cam- 
bridge University Press. 1933. Pp. x+293. 12s. 6d. 
Dr. Coulton’s work on monasticism is well known, and this 
volume (an extension of the Rhind Lectures recently delivered 
by him) is as interesting and provocative as its predecessors. 
The ‘‘ make-up ’’ of the book is excellent, and there are some 
attractive plates and drawings. 
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After a brief introduction to Celtic monasticism, and a general 
chapter on Monastic Rules (in which the statement with 
reference to the position of the Scottish Church (p. 34) needs 
some qualification), the author quickly passes to Monastic 
Revenues and the sources from which those revenues came. 
Here we are in medias res. The wealth of the Scottish monas- 
teries was enormous,’ and came from widely varying sources. 
Part can be traced to the influence of medizeval eschatology, part 
to ‘‘the value of a monk’s blessing or curse’’; some came 
through burials, and some as an income from the possession of 
relics. For all these sources Dr. Coulton provides well-chosen 
instances from the extant records, though, somewhat strangely, 
when dealing in the same context with ‘‘ by far the richest 
sources,’? namely the payment of ‘‘ second teinds,’’ he seems to 
have neglected the self-same records and to become largely 
dependent upon Selden’s History of Tithes, thereby failing to 
note the valuable second teinds frequently granted from the issues 
of justice courts, usually those of a sheriffdom. 

Such items as these, however, might well be classified as 
‘extraordinary ’? revenue, and in two chapters on Monks and 
Parishes, Dr. Coulton provides a clear-cut analysis of the 
working of the appropriation system, whereby the monks, after 
obtaining the patronage of parochial benefices, gradually diverted 
to themselves the greater proportion of the fruits. The work 
of the parishes was thrown upon hired substitutes ; and when the 
appropriators regularly aimed at taking for themselves not less 
than two-thirds of the revenue, and frequently more, the vicars 
were as often as not left with no sufficient maintenance, the 
churches were allowed to fall into disrepair, and ‘‘ grievous scan- 
dal, violent outcry, and peril to men’s souls ”’ arose. Methods 
of “ milking ’’ the parishes under this system were innumerable, 
and “it seems certain that at least 50 per cent. of the Scottish 
churches were appropriated, as against 30 per cent. or a little 
more in England.’? An examination’ of the extant charters of 
Lindores, Kelso, Arbroath and Cambuskenneth furnishes the 
significant figures that out of 1,297 charters no less than 340 are 
devoted to the acquisition or retention of parochial endowments. 

The vast wealth of the religious foundations, moreover, was 
controlled by astoundingly small groups of people. In 1300 the 
statutory number for Paisley, one of the richer Scottish houses, 

1In reckoning their wealth, Dr. Coulton is apparently content with the 
references given by Miss Grant when he could have gleaned some particu- 


larly interesting figures from Keith’s Affairs of Church and State in Scot- 
land, iii, Appendix, 374-84. 
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was only 25; at Crossraguel, in 1405, the actual numbers were 
10; whilst at Kelso, again one of the wealthier houses, ‘‘ whereas 
30 or 40 priests along with the abbot used to be fittingly sus- 
tained, now [in 1462] there are only 17 or 18.” 

Since so much wealth then was in so few hands, what did the 
monks give in return therefor? Dr. Coulton finds ample evidence 
to show that charity, though it existed, was all too often forgotten 
or abused (even the word ‘‘ embezzled’? might at times be more 
appropriate), whilst conversely he finds little evidence to support 
older conceptions of the monks as husbandmen, builders and 
workers, writers or teachers. True, the monks carried out 
many of the early clearings and recovery of land, but they soon 
learnt to rely on hired labour or on leasing out their lands; in 
building and the allied arts, again, the monks seem to have 
depended very largely upon hired workmen (or, at any rate, 
there is evidence of work so carried out, and little evidence of 
work carried out by the monks themselves) ; whilst as for learn- 
ing there is apparently little more to be said than that ‘‘ very 
few of the Scottish Religious are in any way conspicuous for 
learning.’’ Turning to the monks as writers, the story is still 
the same, and Dr. Coulton is convinced that “‘ in Scotland, as 
elsewhere, whenever we find an indubitable record of a monk’s 
writing in the later Middle Ages, the record itself nearly always 
implies that this was rather an exceptional merit.’’ 

The general picture is one of high ideals followed by sad 
decay. It is unfortunate that we know so little of the early 
years and that so much of our evidence is negative in nature or 
comes from the years when decay had already set in. We know 
of the imported builders and craftsmen of later times, but what 
do we know of the twelfth and thirteenth centuries? And in 
dismissing the monks as writers has Dr. Coulton examined all 
the Scottish monastic manuscripts—excluding later engross- 
ments, such as the Chartulary of Cambuskenneth, but paying 
particular attention, say, to the Chronicle of Melrose—and 
endeavoured to ascertain whether the changes in handwriting 
correspond in any way with changes in the holding of some 
office? Such an analysis would be interesting either way, and 
whilst a single coincidence in change would not be proof of writ- 
ing, several coincidences would certainly warrant an inference. 

As it is, the picture loses some of its balance. We are apt to 
see only increasing decay. Medieval benefactors were over- 
hasty in their generosity; medizeval legislators over-hasty in 
their grants of privileges. Excessive wealth and excessive privi- 
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leges brought, as a natural consequence, self-interested converts, 
High office in the Church came to be regarded as a god-sent 
living for the illegitimate sons of kings and nobles. ‘This or 
that individual might prove the exception, but the general 
development of monasticism in Scotland brought with it too 
many tempting prizes; and in proportion as we exonerate the 
individual, in that same proportion must we throw the onus 
upon the institution. 

Here and there, in both argument and illustration, a tendency 
to draw rather freely upon the wide knowledge of English and 
continental monasticism which went to the making of his earlier 
works, appears to have led Dr. Coulton somewhat far afield 
from the Scottish Monasteries. His work is valuable in defining 
the place of the Scottish Monasteries in the wide monastic 
system, yet, despite the difficulties attendant upon all research 
into Scottish history, it is somewhat disappointing that he found 
himself unable to pursue certain ‘‘ fuller investigations ’’ into 
Scottish monasticism for which we had hoped, and for which he 
frankly recognises the need. There is an excellent chapter on 
Monastic Housekeeping, but the two chapters on Monk and 
Peasant leave many aspects of agricultural economy wholly un- 
touched. Nowhere is there any detailed examination of the 
general administration of monastic lands, including, as that 
administration often did, extensive rights of justice. A fuller 
treatment of the influence of the monasteries upon social life 
would have been very welcome. 

One or two minor corrections or additions might perhaps be 
made in any subsequent edition—the references given in foot- 
note 3 on page 53 do not support the statement in the text; for 
footnote 4 on page 122 (derived from Cosmo Innes), the original 
record reads: ‘‘ his whole forest of Ettrick with the four 
granges surrounding ’’; there are figures for ‘‘ commons ’’ at 
Oxford colleges in at least one Scottish source (p. 143); the 
privilege granted to Holyrood (p. 153) can be supported from 
the printed Chartulary (Liber Sancte Crucis, No. 102), and is 
surely one of refuge in time of trouble (cf. the petition on behalf 
of the Hospital of St. John of Jerusalem that their English 
brethren in Scotland might be received into the castle of Lin- 
lithgow when necessary—Bain’s Calendar, ii. 1733); the Acta 
Dominorum Concilii are strangely referred to throughout as the 
Acta Dominici Concilii. It is unfortunate that by a slip of the 
pen Dr. Annie Cameron should be thanked for her help nomine 
Miss Jessie Cameron; while Appendix 8, which opens with an 
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acknowledgment to “‘ Dr. Scott, Lecturer in Political Economy 
at St. Andrews,’’ must surely have been written prior to 1915 
when Dr. Scott accepted his present Chair in the University of 
Glasgow. W. C. Dickrnson. 


Otto von Gierke, his political teaching and jurisprudence. By 
SopeI Mocr. P.S. King and Son. 1932. Pp. 201. 15s. 


That no full study of Gierke’s political thought and juris- 
prudence should have appeared in English is at first sight 
surprising. The significance of his theories merits several. 
But this lack of attention to them is probably due to the 
feeling that they were more relevant to the history of his 
own country than to the actual problems of political theory 
in our own. Even where their immediate value was clear their 
independent development by English writers was being made 
at the same time in less metaphysical form. ‘This does not, 
however, diminish the value of Mr. Mogi’s book. A gap 
existed and his highly accurate study fills it in a most competent 
way. 

The author gives a good epitome of Gierke’s life, with its 
balmy academic flavour, broken only by war service. He traces 
the development in institutional form of the German corpora- 
tion, and we see clearly outlined the historical basis of the 
theories of his master, Beseler, and himself, the fundamental 
thesis of which was that ‘‘ the possibility of creating associa- 
tions, which not only increased the strength of their con- 
temporary generation but above all, by outliving individuals, 
united past and future generations—this gave mankind the 
possibility of development, that is, of history.’’ Out of this 
we see the gradual growth of a legal, ethical and political 
philosophy, and arrive at the conclusion that the State is “ the 
highest human association in the stage of organic development, 
with a supreme authority having no superior.’ 

The insurmountable weakness of Gierke is, as Mr. Mogi 
very properly points out, precisely this ultimate conclusion. 
Being academic did not prevent him from expressing the ideas 
of the nationalist Germany of his time, despite their real 
incompatibility with the premiss of free association from which 
he set out. ‘‘ Gierke in his theory and his ideas was a man 
of 1871.’? ‘‘ Gierke made no concession in respect of a higher 
international community by assuming that the sovereign State 
is under a supreme international organism.”’ Yet that is the 
logical consequence of his theories. 
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It is indisputable that Gierke performed valuable services 
to politics, and Mr. Mogi gives a useful summary of what he 
considers the most important. Above all is, of course, the 
fact that he ‘‘ formulated the fundamental conception of the 
harmony between unity and plurality in legal and political 
ideas. Consequently the minor associations in the higher and 
predominant association have their own existence as real as 
that of the parts of the human organisation.’’ Also his method 
of regarding all associations as of the same basic nature, being 
subject to the same laws, undermined the idealist theory of 
the State, and in that way weakened the theoretic armoury of 
nationalism. 

Mr. Mogi concludes his study with a critique, which itself 
contains a useful summary of the various aspects of Gierke’s 
influence on present-day political science. 

A work of this sort, the study of a man’s doctrine and 
influence, needs, almost as much as a biography, to be science 
informed by art. It is possible that by painting in a little 
more of the background, and by keeping a little more free of 
the heaviness from which Gierke himself suffered, Mr. Mogi 
might have made his book easier and therefore more effective, 
but that is never a simple matter with a writer whose life is 
largely divorced from the scene of action. 

H. R. G. GREAVES. 


Woman’s Place in Industry and the Home. By SyLvia 
ANTHONY. Routledge. Pp. 235. tos. 6d. 


Mrs. Anthony has undertaken a big piece of work, and she 
has done it very well. She has given us a reasoned and read- 
able account of the development of women’s work and position 
in industry and the home. She has shown how the two spheres 
are intertwined and how ‘they react on each other. Many 
writers on this subject, perhaps with the experience of the 
women’s suffrage movement in their minds, have stressed the 
injustices and inequalities of women, and have lost themselves 
in the controversial questions of equal pay and differential 
factory legislation for men and women. But Mrs. Anthony 
shows a balanced judgment, and she reiterates again and again 
that marriage and motherhood have had, and must always have, 
a very vital bearing on women’s industrial and professional 
position. 

Much has already been written on this subject, the book 
is proof how widely the writer has read and with what 
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knowledge of facts and figures she bases her conclusions. But 
int 2 period of rapid change Mrs. Anthony labours under the 
unavoidable handicap that the figures she quotes are necessarily 
old. Conditions are very different from what they were when 
the Balfour Committee on the State of Industry and Trade 
reported, the Report of the War Cabinet Committee on Women 
in Industry is even more out of date, and the figures of the 
1931 Census are not yet available. 

In some respects we are given a very complete picture, but 
there is one important aspect of the women’s problem which 
is scarcely dealt with. The continued fall in the birth rate 
is a vital factor both industrially and socially. In addition 
to this the knowledge of methods of birth control, which is 
undoubtedly spreading, entirely alters the position of the married 
woman. An increasing number of employers is regarding 
matriage as a personal matter which does not concern them. 
One firm, whose women employees are numbered by the 
thousand, stated recently that they prefer their female workers 
to be married, and that they leave it to them to decide whether 
they wish to retain their old name in their employment, or 
to assume that of their husband. 

The effect of improvements in the standard of housing and 
of the adoption of labour-saving appliances is surely under- 
estimated. The work of the housewife is immensely lightened 
by the use of a gas ring or cooking stove, electricity, good water 
supply, etc. Also the growing use of such collective services 
as restaurants and canteens for workers, pit-head baths, etc., 
has not only contributed to the health of the workers, both 
men and women, but has relieved the strain on the home- 
maker. Cooked and canned foods are cheaper and better in 
quality, and though their use may not be wholly desirable, 
yet they are the means by which a meal may be provided 
quickly without toil, and the consumption of such foods is 
on the increase. 

Mrs. Anthony does not do justice to the extent to which the 
social services have affected women. She assumes that atten- 
dances at the Child Welfare Centre and the Medical Inspection 
of School Children have added to the burden of women. But 
surely the social services generally have relieved her of 
excessive strain. ‘The increase of institutional care for the 
sick, the feeble-minded, the insane, the Home Office schools 
for difficult and delinquent children have all helped to give 
the woman at home greater freedom. ‘Though the mother is 
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deprived by the Education Acts of the full-time services of 
her twelve or thirteen-year-old daughter, she can, in many 
cases, send her exacting three-year-old to one of the 6,000 
infant schools under the Board of Education, where she knows 
that he will be safe and cared for. 

The book should certainly be read by all who are concerned 
with the employment of women, and also by all who are 
interested in the reactions of industry on home life. It is a 
valuable contribution to the literature on the subject. 


E. V. EcKHARD. 


Retailing and the Public. By LAwRENcCE E. Near. George 
Allen and Unwin. 1932. Pp. xvit1g91. 7s. 6d. 


Mr. Neal divides his book into two parts. Of the first, which 
covers about two-thirds of the book, he devotes the first half 
to a very useful general survey of existing retailing organisa- 
tions, including the small independent shop, the speciality shop, 
the department store, the multiple shop, the co-operative store, 
the fixed-price chain store, and the mail order house, and the 
rest to an examination in some detail of the organisation of a 
department store. In this section Mr. Neal, who is Joint 
Managing Director of Daniel Neal and Sons Ltd., is obviously 
speaking from experience, and the result is a very informative 
and valuable analysis, though the chapter on Budgetary control 
might perhaps have been usefully supplemented by some 
examination of methods of inter-departmental control, and of 
the means taken to ensure that the more successful departments 
do not bear more than their due share of overhead expenses 
and so render themselves vulnerable to competition by specialist 
traders. 

In the second part of his book Mr. Neal turns from descrip- 
tion to argument. He commences by defending the retailing 
industry against various popular criticisms, including those 
based upon the disparity between the movements of the retail 
price index and the so-called ‘‘ wholesale ’’ price index, and 
those based upon the marked rise during recent years in the 
number of persons shown by the census as employed in the 
distributive trades. Though he disposes of these adequately 
enough, Mr. Neal is not altogether happy about the position, 
and considers that there remain certain genuine grounds for 
thinking that the cost of retail distribution is too high. He 
attributes this mainly to the very large number of independent 
retail shops, many of which, he believes, have far too small a 
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turnover for efficient working, and, concluding that the ‘‘excess 
of shops means a very burdensome locking-up of idle capital 
and a locking-up of human energy’”’ (p. 144), proceeds to 
examine ways by which his ideals of standardised production 
and ordered marketing may be achieved, 

While admitting that large-scale enterprise, especially in the 
form of multiple shops, is steadily extending its field, he 
considers that the force of competition works far too slowly, and 
he is troubled at the prospect of the long-continued survival 
of small independent shops in numbers greatly in excess of 
those envisaged in his ideal organisation. ‘Their persistent 
refusal to be eliminated he attributes partly to the wilfulness 
of consumers, who “‘ contrihute to an excess of shops by 
discouraging any curtailment even of superfluous opportunity 
and convenience ’’’ (p. 176), and partly to the ease with which 
newcomers to the industry can obtain the necessary finance. 
To these reasons should certainly be added the fixation of 
resale prices, noted by Mr. Neal earlier in the book (p. 30), 
and perhaps also the persistence of traditional rates of mark-up 
(p. 102), both of which tend to prevent the bigger firms from 
passing on to their customers in the shape of lower prices the 
benefits of the economies said to result from their larger turn- 
over. It must also be remembered that the ownership of a 
small retail shop is now one of the few occupations left in which 
a man may work as hard as he likes and earn (together with 
his wife and perhaps his children) as little as he pleases. His 
consequent economy in wage costs probably goes far to offset 
the other economies obtained by larger businesses. 

In view of the obstinate survival of large numbers of small 
retailers, Mr. Neal considers the possibility of external action 
to hasten their reduction. He suggests that, after a series of 
detailed surveys to ascertain ‘‘ whether in this commodity or 
in that any given district is well served or too choc-a-bloc with 
shops”? (p. 181), local authorities should obtain parliamentary 
powers first to limit and subsequently gradually to curtail the 
areas in which shops are permitted to exist, thereby in due 
course bringing about ‘‘the steady disappearance of the 
uneconomic back-street shop, the curtailment of straggling 
outskirts ’’ (p. 190). This policy would no doubt be enthusi- 
astically welcomed by landlords and long-lease tenants in the 
restricted shopping zones, but that the consumer would be 
recompensed for his reduced choice of shop and longer walk 
by lower prices is less clear. F. W. PaisuH. 
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Agricultural Co-operation in Ireland. A Survey by the Horace 
Plunkett Foundation. Routledge. 1931. Pp. xiv+424. 
7s. 6d. 

This volume is one of a series of surveys of agricultural 
co-operation in a wide range of countries, which have been 
carried out by the Horace Plunkett Foundation ; it is introduced 
very appropriately in a foreword by the late Sir Horace 
Plunkett, whose name will always be remembered with honour 
in Ireland for his ceaseless and lifelong efforts to create a 
co-operative organisation for Irish agricultural commerce, and 
for a sustained social idealism which will place him in the front 
rank among the international leaders of the co-operative move- 
ment. The work itself is thoroughly adequate and competent 
in its treatment of the subject; the chapters deal with the 
historical background, the legal position of the movement, the 
different kinds of organisations such as creameries, requisite 
and credit societies; there is also a long survey of societies 
by counties, taking up no less than 273 pages; no doubt there 
is a certain interest in giving detailed ten- to twenty-line 
pictures of these small efforts, but much of this information 
should have been got into tables and appendices, as no reader 
can gain much from this mass of material in its present shape; 
it could have been cut to, say, seventy pages, leaving space 
for more adequate treatment of the subject on its comparative 
side. 

If it be asked of what value is this study to the student of 
co-operation, then the answer is that it is a very useful descrip- 
tion of the movement in Ireland presented with fairmindedness 
and with an excellent knowledge of business detail, but it is 
disappointing in so far as it does not grasp its opportunity of 
making comparisons between Irish development and _ the 
development in other countries such as Denmark, which has 
built up a greater heritage of successful business organisation 
among small-scale farmers upon co-operative lines. While it 
records the ups and downs of the movement faithfully, it does 
not view it in sufficiently broad perspective; one asks what 
influence has the movement had upon the general course of 
Irish agricultural policy and what proportion of the total Irish 
trade in butter, for example, is done through co-operative 
channels, and the answer is not clear. ‘The chapters on 
co- operative creameries, the backbone of the movement, are, 
in the opinion of the present reviewer, the best in the boots 
and are a substantial contribution to the study of the subject. 
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While, therefore, the reader might have hoped that more space 
would be devoted to the more critical aspects of the situation, 
the volume can certainly claim to be a very careful description 
of the movement. 


R. B. ForRESTER. 


His Majesty’s Stationery Office. Committee on Ministers’ 
Powers. Vol. I, Memoranda by Government Departments, 
156 pp., 15s.; Vol. II, Minutes of Evidence, 324 pp., 30s. 


The Report (Cmd. 4060) of the Committee on Ministers’ 
Powers has already been widely reviewed and criticised. ‘There 
is also a steadily swelling volume of articles and books on the 
growth of the legislative and judicial powers of the English 
Government departments. The nature of our Government is 
changing with a changing world, and if the nature of the change 
is not understood it is not for want of a cloud of witnesses. In 
these two volumes the departments themselves, civil servants, 
lawyers, and sensitive property owners combine to add to our 
knowledge, or at least to our information from which knowledge 
may one day be derived in the two problems of delegated legisla- 
tion and administrative law. The student will find here three 
things not to be found in the books and articles so far published 
or in the Report (Cmd. 4060) itself : 


(1) An outline of all the powers, legislative, executive, and 
judicial, of government departments that might to the most 
judicial mind (such as that of a Lord Chief Justice) threaten or 
promise a new despotism. Vol. I contains the replies of the 
departments to the questionnaire as to (a) Powers to make regu- 
lations, etc., which when made might be held to be placed outside 
the purview of the courts; (b) Powers to ‘‘ remove difficulties ”’ 
or to award an Act by order; (c) Powers of judicial or quasi- 
judicial decision against which there is no appeal. ‘These, in 
conjunction with the memorandum on “‘ delegated legislation ”’ 
handed in by Sir Maurice L. Gwyer (Vol. II, pp. 1-6) dispose 
of Lord Hewart’s suggestion of a conspiracy by civil servants 
to secure undue bureaucratic power. 

(2) There are valuable accounts of the working of parts of 
our machinery of government seldom dealt with properly in 
text-books and works of reference—e.g. Mr. R. G. Hethering- 
ton’s account of the work of the engineering inspectorate of 
the Ministry of Health; Sir William Graham Harrison’s 
account of the problem of the Parliamentary draftsman; the 
regulation of the shipping industry by departmental regula- 
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tions; the procedure adopted by the Ministry of Health in the 
exercise of its rule-making powers (see Sir Arthur Robinson’s 
evidence on the ninth day). 

(3) There are many actual debates between individual mem- 
bers of the Committee and witnesses on crucial problems. The 
debate between Sir John Anderson and Mr. W. A. Robson 
(Q. 1107-1294) in the nature of quasi-judicial power might well 
be read by any foreigner who wished to understand how the 
English managed to run a government without a philosophy of 
law or a science of administration. "The conflict between Sir 
John Anderson grouping in a confusion of experience and Mr. 
W. A. Robson grouping in a confusion of ideas is almost 
exciting. Diverting is the handling of Mr. Hill for the National 
Federation of Property Owners by Sir Leslie Scott, who 
between Q. 1405-1500 holds him firmly to the consideration of 
the administrative problem when he wished so eagerly to voice 
a grievance. 


The evidence of all who have worked in government depart- 
ments is favourable to the work and power of advisory com- 
mittees. On the possibility of Parliamentary Committee secur- 
ing a closer control of departmental regulations the evidence is 
not so clear. ‘The evidence of Sir Arthur Robinson and Mr. 
E. J. Maude on the tenth day-is an important addition to the 
student’s knowledge of the need of the civil servant and the 
angle from which his work may cause him to view fundamental 
problems of government (see in particular the questions of Sir 
Warren Fisher, Q. 2083-5). 

It is difficult to understand from reading these Minutes of 
Evidence how the Report (Cmd. 4060) came to the conclusions 
it did as to the nature of the rule of law in England. ‘They 
made no attempt to continue the debate began between Sir John 
Anderson and Mr. W. A. Robson. The Committee in its report 
threw (metaphorically) Mr. Robson*out, but seemed to forget 
that in so doing they had not thrown out the problem of the 
reorganisation or the future planning of our administrative law. 
The Civil Service in England and their legal advisers may yet 
afford another example that they go furthest who do not know 
where they are going. 


K. B. SMELLIE. 
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List of Theses in Economics and Allied 

Subjects in Progress in Universities and 

Colleges in the British Commonwealth 
of Nations 


Tue following is the ninth annual list of theses in preparation at the 
various universities, and includes those mentioned in the eighth 
annual list (August, 1932) which have been completed, those which are 
still in progress, and theses registered during the past twelve months. 
Researches are included which are not intended to be presented for 
degrees. It is the hope of the editors that such lists will prevent over- 
lapping and will help students in similar fields to know one another. 

The list below gives, in the following order, where possible, the name 
of the student, the place of his graduation, the title of his thesis, the 
probable date of completion and, in italics, the university or college 
at which he is preparing it; but where the information received was 
incomplete, one or more of these items have been omitted. The initials 
L.S.E. are printed throughout for the London School of Economics and 
Political Science. 


Economics (Descriptive and Analytical) 
P. ABRAHAM. India and the Policy of Imperial Preference since the 


War. Oxford. 

B. S. AGarwataA. Allahabad. Subsidisation of inland transport: its 
extent and consequences. ES. 

R. ArAkiE. L.S.E. Monetary circulation as a theory of velocities. 
EuSa. 

P. H. AsHer. London. An account of the development of the 


Economic Theory of the Austrian School, together with a critique 
and an attempt at restatement of some posts of the Methodology 


of Economics and of general Economic Theory. Cambridge. 
B. H. Austin. Cambridge. The psychology of industrial relations. 
L.S.B. 


S. V. AvvAr. Madras. Trade Unionism in India: history and prob- 
lems. Completed. Dacca. 
H. Barcer. Edinburgh and Cambridge. Monetary policy and dynamic 


change. : 1S Be 
Wuutsm T. BAxter. Edinburgh. The use of accountancy in the study 
of Economics. : Edinburgh. 
J. P. BersHaw. The post-war unemployment problem in New Zealand. 


Completed. EE ith ool i Auckland. 
H. BetsHaw and F. B. StepHens. Land utilisation in New Zealand. 
1933- Auckland. 
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E. M. Bowen. Bangor. Aspects of taxation with special reference to 


the growth of the social services since 1890. 1934. Bangor. 
E. E. Bowker. Alberta. Unemployment among dock labourers in 
Montreal. 1933. McGill. 


J. F. L. Bray. Oxford. A statistical study of the economic forces 
affecting the long-term rate of interest, with special reference to 
recent developments. IS. Bis 

F. N. Bruce. Manchester. An analysis of the juvenile labour market 
since 1925, with special reference to East Lancashire. Manchester. 

W. J. BusscHav. Durban. History of the Natal Government Rail- 


ways. Completed. Durban. 
H. BurtreRFIELD. Manchester. The course and causes of movements 
in copper prices, 1914-1932. ; Manchester. 
A. K. Carrncross. Glasgow. International Trade. Cambridge. 
S. P. Coampers. L.S.E. The fluctuations of credit. NER Be 
P. CHANTLER. Manchester. Cost and price in public utilities as illus- 
trated by gas undertakings. Completed. Manchester. 
H. CursseLi. Manchester. Labour costs in the co-operative move- 
ment. Manchester. 
D. N. Curester. Manchester. The practicability and possible effects 
of the rating of land values. Completed. Manchester. 
SaRAH Common. Ontario. The economics of the settlement of the 
Prairie Provinces of Canada, 1900-1931. L:S.E. 


M. Compton. Liverpool. A study of the necessary conditions for (con- 
tinuously) optimum production in a closed economic system. 

; Cambridge. 

J. F. Cooxe. A critical survey of Public Works as a feature of British 
Economic Policy. ; Oxford. 

V. CornEA. The rationalisation of agricultural production and market- 
ing, with special reference to recent developments in Central 


Europe. Oxford. 
W. J. Cowiz. Toronto. A study of the Milk Trade in Cardiff. (Not 
for Higher Degree.) Aberystwyth. 
V. H. CuLtincrorp. London. A historical and critical sketch of the 
British Death Duty system. She 
N. Das. Calcutta. Industrial finance in India. [Soe 
R. J. A. DAvip. Paris. A comparative study of the effect of mistake 
on the formation of contracts. Cambridge. 


J. ©. R. Davis. Aberystwyth. The numerical and occupational changes 
of the borough population of Montgémeryshire in the nineteenth 
century, with special reference to the main industries concerned. 

Aberystwyth. 

J. M. DucHosaL. Geneva. A study in regard to the history and a com- 
parative analysis of the law of trade combinations of employers 
and workmen in England and certain foreign countries. L.S.E. 

V. G. EDELBERG. L.S.E. Wages and capitalist production, with special 
reference to the leading types of wage-policy. L.S.E. 

PB. Forp. London, Family Incomes of the Unemployed. (Not for 
Higher Degree.) Southampton. 

BR: Forp. London, Work and Wealth in Southampton. (Not for 
Higher Degree.) Southampton. 
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. FRancKE. Manchester. Electricity prices. Completed. Manchester. 
. N. Gancury. Calcutta. Agricultural factors in the density of popu- 

lation in the Gangetic plain. Completed. Dacca. 
P. GEORGE and J. M. Jones. An economic study of the “ Pig Cycle” 
with reference to home and imported supplies of pig meat, con- 


eoMes) 


sumption and general prices. (Not for Higher Degree.) 
Aberystwyth. 

I. GHEORGITA. Jassy and Bucharest. The structure of modern 
industry. TR Siels 

S. GotpMAn. L.S.E. The relation between the English and the 
Austrian theories of capital. IE SYD 

R. Gopata. Madras. Rural credits in Chingleput District. Completed. 
Madras. 

IpA C. Greaves. McGill and Bryn Mawr. Organisation of Labour in 
Tropical Agriculture. IY SD 
W. S. GREENLESS. Harvard. The Canadian export trade and the 
depression. 1933. McGill. 

F, A. Haicut. Toronto. Import Quotas, as used by European Coun- 
tries since 1929, with special reference to France. TS ee 
REGINALD T. Hawkins. Edinburgh. The finance of public education 
in Scotland. Edinburgh. 

P. Hirt. Birmingham. Government aid to the cultivator in Egypt. 
Completed. Birmingham. 


W. J. B. Hopkinson. Aberystwyth. Changes in the productivity of 
Welsh Farming in relation to changes in markets and prices, 1867- 
1928. Aberystwyth. 

SHEILA VAN DER Horst. Cape Town. The South African native as an 
industrial worker and the effects of restrictive legislation on native 


employment. LS ip 

D. G. Hutton. L.S.E. Economic Nationalism—Post-war. LSE. 
K. S. Istes. Cambridge. The relationship between Monetary Policy 
and Wages Policy. Cambridge. 

F. J. Ison. Manitoba. The fluctuations of organised labour. 1933. 
Manitoba. 


E. M. Jones. Aberystwyth. Theories of consumption with reference to 
the demand for and consumption of food-stuffs in Great Britain 
since 1850. Aberystwyth. 

O. E. Jones. Aberystwyth. A study of cereal cultivation in France 
and the interplay of climatic, edaphic and economic features. 


Aberystwyth. 

W. H. Jones. Wales. Uses and costs of electric power on farms in 
South Wales. (Not for Higher Degree.) Aberystwyth. 

B. Lampopy. South Africa. The marketing of South African fruit in 
the United Kingdom. 159 Be 

A. LERNER. L.S.E. The economics of control and the price system in 
a Socialist State. 1B SBE 


E. G. Lewis. Aberystwyth. A study of the rural population of Mont- 
gomeryshire during the nineteenth century, with special reference 


to changes in occupational character. Aberystwyth. 
J. B. Martin. The discount policy of the Federal Reserve System, 1927- 
Oxford. 


1930. 


360 ECONOMICA [ AUGUST 


D. W. LusHEeR. McGill. Protection: and the Canadian cotton yarn 


and woollen cloth industries. 1933. McGill. 
R. B. Mapcwicx. Sydney. Emigration to Australia up to 1850. Com- 
pleted. Sydney. 
IL. C. MarsuH. London. The problem of seasonal unemployment: A 
quantitative analysis. 1933. McGill. 
H. G. Mraps. L.S.E. Relations of Costing and Business Administra- 
tion. 1.S3ke 
Cc. A. Menta. Bombay. India’s balance of international payments, 
I9QI3-14, 1930-31. ES 


M. I. MicwaEts. L.S.E. Localisation of industries in London. L.S.E. 
W. A. Moran. L.S.E. The economic development of Burma since 
1885 with special reference to agriculture, forestry and minerals. 
LSS 

B. H. Morris. The effects of a stock market boom upon industry and 
commerce (with special reference to American experience, 1924- 


30). Oxford. 
D. W. O’ManonEy. Durban. The financial aspect of public water 
supplies in South Africa. 1934. Durban. 
J. B. PARKER. Manchester. Post-war unemployment amongst women 
in Great Britain. Manchester. 


Leonora D. F. Peck. University College, South Wales. The doctrine 
of restraint of trade with special reference to the economic aspect. 


| BB <> 

V. P. Puwal. Madras. Problems of wages and wage regulation. 
L.S.E. 

G. J. Ponsonspy. Cambridge. The true economic spheres of road and 
railway transport. Sass 


j. A. Reece. L.S.B.. Some aspects of the influence of the family upon 
the condition of demand and supply in the market, studied statis- 


tically. ES ise 
S. G. Roperts. Manchester. Settlement of trade disputes in France. 
Manchester. 


G. M. Rountree. McGill. The employment and unemployment prob- 
lems of the railway industry with particular reference to Montreal. 


1933. McGill. 
S. P. SAKSENA. Lucknow. Wages and cost-of-living indices in India. 
1933. Lucknow. 
A. SAUNDERS. Aberystwyth. The international regulation of sugar 
bounties. e Aberystwyth. 


H. ScHAupEeR. South Africa. Present-day unemployment and its con- 
trol with the special object of applying the experience of other 


countries to South African conditions. A BBS Di 
J. B. Sruwyn. London. The application of sampling methods to social 
inquiry. LS. Ee 


J. R. H. SHavut. L.S.E. Sequence of movements of indices of indus- 
trial fluctuations in Great Britain, 1885-1914 and 1919-30. EASE 
H. SmirH. Distribution costs and the Trade Cycle. Oxford. 
R. A. SmitH. Wales. The development and expansion of consumers’ 
co-operation in Wales, 1920 to the present day. (Not for Higher 
Degree.) Aberystwyth. 
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VeRA C. SmiTH. L.S.E. Free Banking and the Capital Market: A 
historical study of the theoretical controversy. 1E aoe 
W. Gorpon SmirH. Alberta. A history of the grain inspection system 
of Canada. 1934. Alberta. 
WINIFRED M. SmitH. L.S.E. A study of the administrative aspect of 
State Insurance in England. TSBs 
CHARLES A. SPELLER and R. HENDERSON. A study of the changes in 
prices of potatoes with reference to supplies and prices in Great 
Britain. (Not for Higher Degree.) Aberystwyth. 
W. D. Stewart. Some psychological aspects of employment in the 
coal-mining industry, with special reference to the Ayrshire Coal- 


field in Scotland. Oxford. 
F. V. Stone. McGill. Unemployment and unemployment relief in 
Western Canada. 1933. McGill. 


G. H. SyLvEsTeR. Manchester. Choice of employment facilities for 
young persons in the United Kingdom, with special reference to 


developments since I9I0. 1933. Manchester. 
IL. H. C. Tippett. Manchester. The correlation of spot and future 
prices in wheat and cotton. Manchester. 
UrRsuLA K. Wess. Oxford. A comparison between public finance and 
interest rates in Germany and England since the war. TERS Ee 
E. Wuitr. London. The influence of Béhm Bawerk on American 
theories of capital and interest. E3S-E; 
CicELy V. WEDGWoop. Oxford. Economic aspects of the Thirty Years 
War in Germany. ESE 


F. B. Witu1amson. Durban. The history, development, and present 
organisation of building societies in South Africa. 1934. Durban. 
ELizaBeTH C. Witson. Cambridge. The effect, if any, of the existing 
system of Unemployment Insurance upon the level of wages in 


Great Britain. Cambridge. 
M. ZANARDI-LAMBERTI. Turin. A comparison of English and Conti- 
nental methods in pure economic theory. Cambridge. 


Economic History 

ELIZABETH ARCHER. L.S.E. Public relief in Paris and N.E. Provinces 
of France, 1614-1660. D Dyes On 

J. L. ArcHER. L.S.E. Industrial history of London, 1603-1640, with 
special reference to the suburbs and those areas claiming exemption 


from the authority of the Lord Mayor. L.S.E. 
E. D. Bess. Sheffield. Protestant non-conformity and social problems, 
1660-1800. 1933. Sheffield. 


G. H. Cc. Binc. A study of the economic and social condition of the 
American people under the Articles of Confederation, 1781-1789. 


Oxford. 

D. W. BLUNDELL. Birmingham. Transport in the West Midlands from 
1660 to 1840. Completed. Birmingham. 

J. BosweLt. Manchester. The organisation of mining in the Wigan 
Coalfield in the nineteenth century. Manchester. 

R. B. BrRApForD. L.S.E. The social and economic ideas of Wycliffe 
and the Lollards. TSE: 


Enrp G. BRINNAND. Cardiff. The medizeval gilds of Hereford. 1934. 
Cardiff. 
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M. C. Burr. London. Public Health in England and Wales, 1825-1872. 


(Not for Higher Degree.) Reading. 
Doris Buttock. London. Poor Law experiments in Nottinghamshire 
before 1834. LSB; 


Tuomas CapEN. Edinburgh. The rise and development of industries in 
the county of Durham towards the end of the eighteenth century. 


Edinburgh. 

R. W. Dattry. Reading. A history of public health in the Borough 
of Reading up to 1872. Completed. Reading. 
Bren Davies. Cardiff. Early lead-mining in Wales. Cardiff. 
M. B. Davies. Cardiff. The Enclosure Movement in Glamorgan. 
Cardiff. 


E. Dosrr. L.S.E. Eastern Counties of England—economic develop- 
ment with special reference to the Eastern County Railway. 


LSE 

MiLLICENT R. Fenton. L.S.E. The social and industrial history of 

Bolton in the nineteenth century. Lesa. 

A. T. Fuicut. L.S.E.° Social legislation relating to mining in the nine- 

teenth century. LSE 

Irts E. V. FoRRESTER. London. The Middlesex Magistrate in the reign 

of George III. Ve oe 

Timotuy N. Gison. Cardiff. The effects of the Continental System 

upon British trade and industry. 10934. Cardiff. 

W. P. Hare. London. The industrial development of Coventry since 

1800. Leicester. 

BeRTHA Har. L.S.E. Trade of Newcastle-on-Tyne and the North-East 

Coast from 1600-1640 A.D. LS Ee 

R. J. Hammonp. JL.S.E. The social and economic circumstances of 

Ket’s Rebellion. LSE: 

MeERAB Harris. Western Australia. British migration to Western 

Australia, 1829-1850. ES Be 

R. HENDERSON. Wales. Some aspects: of the cattle trade of Wales, 

1830-1880. (Not for Higher Degree.) Aberystwyth, 

R. A. Hopcson. London. Development of English Public Health 

Administration, 1848-1875. 1936. Southampton. 

W. G. Hosxins. London. The economic and social development of 

South-Western England from 1688 to 1840. Leicester. 

O. E. James. Aberystwyth. The economic relations between Wales 
and Ireland up to the end of the seventeenth century. 

* Aberystwyth. 

A. L. Joury. Cambridge. Economic changes in Norfolk agriculture, 

1870-1930. (Not for Higher Degree.) Aberystwyth. 

ANNIE B. Jones. Aberystwyth. A study of work, wages and prices in 

Wales in the sixteenth century. Completed. Aberystwyth. 

BEATRICE M. Jones. Cardiff. Municipal development as illustrated in 

the medizeval borough of Cardiff. Cardiff. 

E. A. Jones. Aberystwyth. The English tobacco trade in the seven- 

teenth century. Aberystwyth. 


Je B: JONES. Cardiff. Financial aspects of the amalgamation and re- 
organisation of Joint Stock Companies, with special reference to the 
South Wales coal industry from 1920-1932. Cardiff. 
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J. S. Jones. L.S.E. Historical study of Anglo-South American trade, 


with special reference to the period 1807-1825. ESE 
M. J. Jones. Cardiff. The industrial development of Merioneth in the 
period 1750-1820. Cardiff. 
W. H. Jones. Oxford. The rise of commercial interests in Stuart 
Parliaments. TEsSuBs 
W. G. Kinc. L.S.E. Agricultural Workers’ Unions in England, 1872- 
1874. LeeSe ie 


D. C. Masters. The Canadian Reciprocity Treaty of 1854 and its rela- 
tion to the British Colonial Policy and to the development of 


Canadian Fiscal Policy. Oxford. 
J. H. Morcan. Aberystwyth. A study of the economic development 
of the Commote of Carnwyllian from 1500. Aberystwyth. 


H. J. H. PARKER. Some aspects of the economic history of Gloucester- 
shire in the eighteenth century (excluding the Poor Law) as illus- 
trated by documents in the County Records at Gloucester and by 


documents in the Bodleian, 1682-1815. Oxford. 

N. PENDLEBURY. Manchester. Trustee savings bank movement, 1793-. 
Manchester. 

J. A. R. Prmtortr. The evidence of English visitors on the social and 
economic conditions of France, 1763-1789. Oxford. 
MARJORIE PLANT. L.S.E. Economic aspects of book production and 
distribution, 1500-1650. IS. Es 

S. E. Ponp. London. The timber trade since 1815. JEWS Ds 
A. Purvis. L.S.E. The boot and shoe industry in the nineteenth 
century. YB SYS i. 


WIiLiisAM Rees. London. An investigation into municipal origins as 
illustrated in certain of the towns of the Marches of Wales. 
Cardiff. 

A. T. Roperts. Aberystwyth. A study of the commercial relations 
between Wales and Ireland to the close of the sixteenth century. 


Aberystwyth. 

J. RutHERFORD. Durham. The Stockwell Papers, 1590-1612. (Not for 
Higher Degree.) Southampton. 

H. A. SHannon. Belfast and London. The early history of the English 
Limited Company. TRS ie 

J. Spratt. London. Agrarian conditions in Norfolk and Suffolk, 1600- 
1650. L.SiE: 


J. THomas. Cardiff. The economic development of the North Stafford- 
shire Potteries since 1730, with special reference to the Industrial 
Revolution. LTS .E 

S. P. Turry. Moscow. The history of the Russian Labour Movement, 
with special reference to Trade Unionism. L.S.E. 

E. R. WALKER. Sydney. Unemployment and depression in Australia, 
1929-1932. Cambridge. 

R. F. WearMoutH. Birmingham and London. The effect of the Metho- 
dist Movement on the economic and social life of England, 1800- 
1850. iSite 

OswaLp Wuitr. Manchester. The administration of poor relief in War- 
rington, 1700-1850. Manchester. 
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IpRis WitAMS. Cardiff. A study of industrial relations in England 
from 1800 to the present day from the point of view of the progress 
of the Industrial Peace Movement, with reference to developments 
in some of the principal industries in the Midland Counties. 


Cardiff. 
ALEXANDER S. Wyiiz. Edinburgh. A history of small holdings in 
Scotland. Edinburgh. 


Economic Geography 
C. Davims. Aberystwyth. The evolution of settlements and industries 
in the region between Merthyr Tydfil and Abergavenny, with 


special reference to Brynmawr. Aberystwyth. 
Haroip G. C. Ferrir. Edinburgh. The geography of industry in the 
Mid and East Lothian Coalfield. Edinburgh. 
James Hossack. Edinburgh. The geography of Scottish railway 
development in the nineteenth century. Edinburgh. 
VioteT I. HuGues. London. Social survey of the East Kent Coal- 
field. TS. 


Grace Martin. Edinburgh. Geographical factors affecting the pro- 
duction of wheat in the prairie provinces of Canada. Edinburgh. 
ELspet W. MILNE. Aberdeen. Studies in the human geography of 


certain Highland Regions of Norway. Aberdeen. 

H. E. Pacey. L.S.E. Historical Geography of the Lower Rhone 
Valley. Is sSeise 

G. P. Pawiry. London. The quarrying industry of Leicestershire. 
Leicester. 


E. E. Prick. Aberystwyth. A comparative study of the operation of 
geographical factors in the .rise and decline of the ports of 
Caernarvonshire during, and subsequent to, the eighteenth cen- 


tury. Aberystwyth. 
M. Sarson. London. Growth of population in the Midlands. 
Leicester. 


D. J. SmeTHAM. London. Some aspects in the economic development 
of the region bordering the esturial tracts of the rivers Swale and 
Medway in North Kent. LS.E. 

Ropert TayLtor. Aberdeen. The economics of farm management in 
the North East of Scotland with special reference to sheep. 

Aberdeen. 

T. Tuomas. Aberystwyth. Social co-operation in the Scandinavian 

lands; a geographical and  asthropological interpretation. 
Aberystwyth. 

D. WiiitAMs. Aberystwyth. The geographical factors affecting the 

agricultural and industrial revolution in Caernarvonshire. 
Aberystwyth. 


Banking, Currency and Finance 


C. E, Axrrson. Durban. History of native taxation in Natal. 1933. 


Durban. 
G. L. Ayres. L.S.E. Fluctuations in new capital issues on the Lon- 
don Money Market, 1899-1913. ESE 


C. A. D. Brvinc. Manchester. Fluctuations in the France Exchange 
since the Great War. Completed. Manchester. 
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Pie: Bow1xrs. London. A comparison of the English and Belgian 
banking systems, with particular reference to the long-term financ- 


ing of industry. ESE. 

H. C. Coomps. Western Australia. Dominion Exchanges and Central 
Bank problems arising from them. L.S.E. 

ay K. DRaimin. Toronto. Post-War development of Canadian bank- 
ing. ESE: 

D. S. Epwarps. [L.S.E. Some aspects of the history of Joint Stock 
Banking in England, 1825 to 1866. LSet 

A. Hayrs. Federal Reserve Gold Policy, 1921-32, and the working of 
the Gold Standard. Oxford. 

L. N. Hetssy. British monetary history, 1924-29. Oxford. 
P. L. Hocc. L.S.E. The Bank. of England and Federal Reserve 
Banks, 1927-32. i Ecoys Op. 

G. R. Hoipen. Loans and financial reconstruction in Austria. 
Oxford. 

M. F. Jouurre. Aberystwyth. The New York Money Market. (Not 
for Higher Degree.) Bangor. 

W. T. C. Kinc. L.S.E. A historical and analytical study of the 
London Discount Market. Sse 

E. Knosiock. Berlin. The Gold Standard Controversy, 1925-1932: A 
critical survey of the international literature. ESE. 


P. S. LOKANATHAN. Madras. Industrial organisation in India, with 
special reference to problems of industrial finance and labour. 


TS Es 

W. A. Lovett. L.S.E. Intermediate finance and the growth of the 
Finance Company. | a Sh 

A. R. F. Mackay. New Zealand. Public Finance in New Zealand. 
L.S.E. 

T. NakaGawa. Tokyo. Effect of gold embargo upon international 
exchange and international trade. ESE 

J. G. Picton. Birmingham. Bank advances in industry. Completed. 
Birmingham. 

A. W. Pinnick. L.S.E. The case for and against the Silver Standard 
in China, considered historically and analytically. EASE: 

S. D. Powtarp. British Monetary Policy in recent years. Oxford. 
M. A. Riraat. L.S.E. Banking, with special reference to Egypt. 
1 ESS) 3 


R. S. Rosson. L.S.E. The effects of post-war Government Finance 
in the money markets of London, Paris, and New York. L.S.E. 


BE. F. ScuumacHer. The London Gold Market. Oxford. 
E. SHENKMAN. Moscow. The theory and practice of credit insurance 
in international trade. d Breas Bh 

B. R. SHenoy. Benares. Some aspects of a Central Bank of India. 
LS:E: 

S. F. Suvexins. L.S.E. The French Money Market since the war. 
fe oe 

M. W. Turerry. Manitoba. Gold prices and monetary reform. 1933. 
Manitoba. 


kb. J. THomas. Development of the Indian Financial System, with 
special reference to the period 1858-1905. Oxford. 
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R. C. TREADWELL. An examination of international indebtedness and 
international capital movements, and their effect on gold move- 


ments, 1925-30. Oxford. 
C. H. WALKER. L.S.E. The development of the International Money 
Market since the war. LSE. 


M. E. WernsTEIN. L.S.E. Some aspects of joint stock company financ- 
ing, with special reference to the extension of business out of 
profits. LsSs, 

H. L. Wo.irson. Toronto. Monetary Theory. Cambridge. 


Commerce and Industry 

Z. A. AumED. Aligarh and London. Woman and child industrial 
labour in the Bombay Presidency. : ESike 

G. A. Bennett. Manchester. The present position of the Lancashire 
cotton industry, with special reference to the character and size 


of business units. Completed. Manchester. 
R. L. Beyer. Buffalo, U.S.A. Organisation and regulation of inter- 
national commerce. LSE: 
B. N. Buacava. Lucknow. Cotton marketing in the United Pro- 
Vill CES wee IOs a. Lucknow. 
G. C. Bminc. Adelaide. Some aspects of Protection and its relation 
to economic development in New Zealand. IaS.Ee 
E. I. Davies. Birmingham. The handmade nail industry of Birming- 
ham and district. Completed. Birmingham. 


L. DetGapo. L.S.E. The history of Anglo-Argentine trade. L.S.E. 
W. J. DENEEN. Cardiff. The economic significance and organisation of 
Trade Associations in the United Kingdom. ES UE: 
L. F. Ecxuorr. Durban. The Natal wattle industry. 1934. Durban. 
A. Essrex-Crossy. L.S.E. Joint Stock Companies in Great Britain, 
1890-1930. L.S.E. 
L. GorpsTEIN. L.S.E. The effects of technical changes in type of 
textile fabrics on the trend of demand and the organisation of 
supply. Esa 
E. M. Gray. Manchester. The economic and social effects of tech- 
nical changes in the Lancashire cotton industry, Completed. 


Manchester. 

H. K. Heuser. McGill. A history of the trade relations between 
Canada and France. 10933. McGill. 

G. Hopper. Wales. Anglo-Irish trade from 1923 to the present time. 
(Not for Higher Degree.) Aberystwyth. 


D. R. Hupson. Manchester. The development of the iron and steel 
industry in India in the post-war period compared with that of 


the industry in various other countries. Manchester. 
N. Karpor. L.S.E. Studies in the economic policy of Central Euro- 
pean States since the war. CoSaie 
H. Majrp. South Africa. Native labour in Natal. 1933. Natal. 
C. T. Mentinc. Manchester, An investigation into the present posi- 
tion of the British iron and steel industry. Manchester. 
TAMARA K. Morozowicz. Warsaw. The place of Anglo-Polish trade 
in the Baltic trade of England. (BESS, 


J. G. Neties. McGill. The economic and commercial aspects of avia- 
tion in Canada. 1933. McGill. 
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A. M. Neuman. Warsaw. The forms of organisation in the British 
coal industry. Jaa ebie 

D. DYLAN PRITCHARD. Bangor. The North Wales slate industry: A 
study of its structure, business organisation and marketing. 1935. 
Bangor. 

F. C. Ruopres. Manchester. Legislation in the coal mining industry 
previous to the Great War. Completed. Manchester. 

F. E. RicuMonp. L.S.E. Evolution of the gas and electricity services 
in Great Britain. L,S.E. 
ARTHUR RitEY. Manchester. The history of technical developments 
in the cotton spinning section of the textile engineering industry 


since 1800. Completed. Manchester. 

E. H. Routtanp. Cambridge. The decentralisation of industry. 
I Bysyal Be 

L. SEGAL. Berne and Birmingham. The foreign trade of Soviet Russia. 
LESS 

A. K. Sen. Calcutta and London. The policy and organisation of the 
foreign trade of India. LS. 


B. K. Sen. Manchester. The development of the iron and steel 
industry in India in the post-war period compared with that of 
the industry in various other countries. 1934. Manchester. 

H. A. SHAW. Recent developments in the Sheffield cutlery trades, 
with special reference to the revival of small-scale production. 


Oxford. 
Micuart SmitH. Brown University, U.S.A. The Commercial Statistics 
of Palestine. Sse 


H. SmitH. Manchester. A survey of the changes in the character and 
organisation of the wholesale grocery trade in England, 1920-1930. 
Manchester. 

E. H. Stones. Manchester. The development and organisation of 
Empire cotton supplies in Equatorial Africa since 1900, with 
special reference to the work of the British Cotton Growing Asso- 
ciation. Manchester. 

J. H. Surron. Manchester. A study of the British sea-fishing 
industry, with special reference to the conditions of labour in the 


industry. Completed. Manchester. 
P. L. TANDoN. Manchester. The trend of India’s foreign trade since 
the war. 1934. Manchester. 
A. H. Tuomas. L.S.E. A comparative study of State intervention in 
industrial relations. LsSi8; 


G. TurnsuLL. Manchester. A survey of the cotton finishing trades, 
with special reference to the calico printing section of the industry. 
Manchester. 

E. K. Warriar. Madras. Theories of advantage in international trade. 
L’S.E. 

P. C. A. WEISSENBURGER. McGill. A study of the economic, fiscal and 
legislative aspects of the production and sale of wine in Canada. 
1933. McGill. 


S. W. Wuuatsms. Manchester. Craftsmanship in industry. 
Manchester. 
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GERTRUDE WiLLouGHBY. Sheffield and Paris. The French clothing 
industry, with some comparative study of English conditions. 


b PS 
H. D. Woops. New Brunswick and McGill. The organisation and 
regulation of international commerce. § Bsr yen 2 = 


Sociology and Anthropology 

E. J. G. Atrorp. Cambridge. Social significance of various zsthetic 
forms. LS 

H. H. AyscoucH. Durham. An account of the progress of penal reform 
in England from 1810-1930, together with some conclusions. 


L.S.E. 

J. W. Berry. McGill. A statistical analysis ef population growth in 
Canada and the effect of immigration thereon. 1933. McGill. 

R. S. Buatr. Bombay and L.S.E. Some social aspects of the problem 
of minorities in India. BES 
Laura L. Cooper. London. Is the position of women an index to 
civilisation ? ES aa. 


G. H. Craic. Alberta. The means and modes of living on the pioneer 
fringe of land settlement, with special reference to the Peace 
River Area. 1933. McGill. 

WaLteR H. Davies. Cardiff. The influence of recent changes in the 
social environment of the outlook and habits of individuals, with 
special reference to mining communities in South Wales. Com- 


pleted. Cardiff. 
ELEonorA Grrsavicius. L.S.E. Some aspects of class differentiation 
in early society. LS ls 

M. Fortes. Cape Town and.London. The social and emotional 
development of the African child. bBo 

L. HERRMANN. Cape Town. The genetic status of intelligence tests. 
: LE 

M. M. Hunter. Cambridge. The results of culture contact on the life 
of Bantu women in South Africa. Cambridge. 


F. D. KLINGENDER. L.S.E. The black-coated worker in London. L.S.E. 
P. D. DE LaszLo. Social consequences of ‘‘ Chain Store ” distribution 


in America. Oxford. 

E. J. LInDGREN. Cambridge. Tungus tribes of Northern Manchuria. 
Cambridge. 

S. Maccopy. Cambridge and University College, Wales. The develop- 
ment of Radical opinion on socialeproblems, 1832-1885. TS eHe 
Lucy P. Marr. St. Andrews and Cambridge. Native development in 
Uganda. LSE. 


D. N. Majumpar. Calcutta. Social and economic life of primitive 
tribes in India. Cambridge. 
H. E. Maupr. Cambridge. Anthropological research among natives 
of the Gilbert Islands, with special reference to their social 


organisation. Cambridge. 
C. J. Morris. Cambridge. The manners and customs of the peoples 
of Nepal, and their languages. Cambridge. 
J. OpreBskI, Cracow. Family Organisation among Slavs. LSBs 


F. L. Rarpus. Sheffield. An anthropometric survey of male school 
children in Sheffield. 1934. Sheffield. 
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C. P. Rawson. L.S.E. An investigation into the phenomena of 


aggressiveness and submissiveness. L.S.E. 
Marcaret H. Reap. Cambridge. The aboriginal peoples of the Chota 
Nagpur Plateau. Esk 
IL. G. Reynotps. Alberta. The occupational adjustment of the 
British immigrant in Montreal. 10933. McGill. 


T. A. RopcEr. Cambridge. A study of the procedure adopted by voca- 
tional psychologists in their assessments of the temperamental 


qualities of adolescents. 7, Sue 
MADELINE M. Roorr. London. The influence of protective legislation 
on the status and economic position of women. 1aSS 

G. K. RotH. Cambridge. The life and customs of the Fijians. 
Cambridge. 

J. RumyanecH. L.S.E. The social and economic development of the 
Jews in England, 1730-1860. TS as 

E. A. G. SHrimpton. L.S.E. Physical and Mental Inheritance in an 
inbred community. sabe 

H. J. Stmons. Pretoria. The application of modern penological theory 
to South Africa. LSE: 

D. StomeE. Cape Town. The genetic mechanism of amaurotic family 
idiocy. ES ska 

G. B. Sticant. L.S.E. A review of some recent work on primitive 
Japanese Shinto. TS ee 

B. S. Tuomas. Central South Africa and its inhabitants—geo- 
graphically and anthropologically considered. Cambridge. 


J. W. WetcH. Cambridge. Social anthropology of the Isoko tribe, 
and a diagnosis of the present transition stage with its interaction 
of primitive paganism, trade, Government, education and 


Christianity. Cambridge. 
Eva Youncr. Alberta. Social organisation on the pioneer fringe, 
with special reference to the Peace River Area, 1933. McGill. 


Political Science 
E. Ainscow. Manchester. A survey of the work of a school attendance 
investigation and welfare department in an education office. 


Manchester. 

S. MarRTINEz DE ALVA. Washington. Mexico and the Mexicans. 
LESS Bie 

W. F. ArpuckiE. Edinburgh. The political thought of Puritanism, 
1640-1660, with a retrospect. Edinburgh. 

G. Atack. Manchester. Practical problems arising in the administra- 
tion of the elementary school. Completed. Manchester. 

K. G. K. Baxer. McGill. Party Government in France. 1933. 
McGill. 

E. G. Braccini. Queensland. A study of English public opinion in 
relation to Chinese development, 1833-1863. NBeeel Dy. 


BARBARA BrRLEY. Manchester. Grants in aid of education, with special 
reference to their effect on policy in Manchester since 1918. 
Completed. Manchester. 

B. F. Braatoy. Oslo. Labour action to prevent war. L.S.E, 
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F. A. BrAsieR. Manchester. Joint administration of municipal ser- 
vices, with special reference to the area problem in Lancs. 
Manchester. 

James C. Corson. Edinburgh. The conception of sovereignty and its 
bearing on practical politics in England, 1688-1714. Edinburgh. 

A. F. Dawn. London. The history of freedom of speech and of the 


Press in England since 1900. L.S.E. 
R. W. Desmond. Wisconsin and Minnesota. The Press and foreign 
news. L.S.Es 


J. C. Devetin. Local Government in France since 1918, with special 
reference to the financial administrative relations of central and 
local authorities. Oxford, 

J. Duron. Lyons. The management and making of members of the 
Cabinet by the Prime Minister and the appointment of the Prime 
Minister, 1820-1930. L.S.E. 

J. E. Evuis. Manchester. Special services in education. Manchester. 

T. F. Fan. Nanking. A comparative study of the offices of the Prime 
Minister of Great Britain and the President of the United States 
of America: A study in comparative political institutions. 


E,S3EA 
M. H. Ganpui. Bombay. Administrative Law and Justice in India. 
LSB 
A. K. Guosat. Calcutta. The Indian Civil Service. 1933. Dacca. 


Nancy N. GREENHALGH. Manchester. The relations between central 
and local authorities, with special reference to public health and 
public assistance. 1934. Manchester. 

H. J. Heneman. Minnesota. The German Presidency. 1B eSy IE 

A. S. H. Hiri. Toronto and Harvard. The moderate Royalists and 
Puritans, and the conception of sovereignty in England prior to 
the Civil War. Tee Sain 

E. JENKINS. London. Legal aspects of the relation between central 
and local government. University College, London. 

MurirL, JoHn. London. The development of English socialism from 
1848 to 1884. LSBs 

WALTER T. JonES. Cardiff. The social and political ideas of Benjamin 
Disraeli as shown in his writings, and their application in legisla- 


tion. Cardiff. 
W. K. Lams. British Columbia and Paris. British Labour and Parlia- 
ment, 1867-1893. ESB 


B. J. I. Lewis. Cardiff. Twentieth-century criticism of the sociological 
theories of Karl Marx, and especially of his economic or materialist 


interpretation of history. Completed. Cardiff. 
P. N. S. MansperGH. The constitution and government of the Irish 
Free State. Oxford. 
P. H. Massry. L.S.E. Commission Government. E5563 
R. N. Mazumper. Calcutta. Evolution of political thought in India 
in the nineteenth century. ES GE 


Gwyn Mrara. Cardiff. The fortunes of rationalism in English political 
thought, from Burke’s “ Reflections on the French Revolution ” 
to the end of the nineteenth century. Completed. Cardiff. 

Doucias A. Morcan. Cardiff. The new German Constitution in rela- 
tion to local government. Completed. Cardiff. 
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G. MunTeanu. Cluj. The Constitution of Roumania. ISeS\ Es 
isG R. PAGE. Manchester. Inter-departmental co-ordination in the 
British Local Authorities, with special reference to Lancs. 


Manchester. 

M. PeartMan. L.S.E. English opinion of the Russian Revolution, 
October 1917. ES. Es, 

N. M. Perera. L.S.E. Comparative Parliamentary Procedure. 
IseSaie 

M. L. PertzweIc. London and Cambridge. The political philosophy 
of Disraeli. IES 1 Bic 

lal G. PuppirooT. L.S.E. The development of the House of Lords 
since IQII. ESS als 

K. RADHAKRISHNAN. Madras. The Committee System in English 
Local Government. F ereye 
Davin S. Retp. St. Andrews. Growth of British Public Opinion in 
America. St. Andrews. 

J. Roscoz. Manchester. Migration of children attending Public Ele- 
mentary Schools in urban and rural areas. Manchester. 

J. RUTHERFORD. Durham. South African Confederation, 1874-1880. 
(Not for Higher Degree.) Southampton. 
DOROTHY SARJEANT. L.S.E. The Public Library Service under English 
Local Government. LSS ..Ee 
Lity Sen. Calcutta. The contributions of the Utilitarians to the theory 
and practice of democracy. TS Be 

P. H. Srrmx. The deviations of the Parliamentary system of the 
United Kingdom since tro1t. Oxford. 
DorotHy SmitH. Manchester. Government legislation and the growth 
of friendly societies. Completed. Manchester. 

S. TARNOWSKI. Warsaw. The administrative control of local govern- 
ment by the central government in England. E, S.Be 


R. B. THomson. Harvard. Political ideas of Thomas Jefferson. L.S.E. 
D. N. VourA. Benares. Some critical problems of Australian 


Federalism. LSBs 

W. Wanc. Nanking. The social philosophy of Adam Ferguson. 
LS .Es 

MavrREEN B. Wernstock. Oxford. The position of London in national 
affairs, 1658-1661. EESoE 


K. C. WuHearRE. The development of the constitutional structure of the 
British Commonwealth of Nations in the period from 1887 to 1914. 


Oxford. 

L. F. W. Wurst. L.S.E. History of educational administration in 
England, 1902-1914. LSBs 

L. C. Wincuer. The working of Federalism in Australia. Oxford. 
ELIzABETH J. Woop. Manchester. The prerogative of dissolution from 
1760 to the present day. Completed. Manchester. 


International Law and Relations 


LESLIE L. ABRAHAM. Aberystwyth. International Labour Conventions : 
Their framing and application. Aberystwyth. 
F. Attimes. Lille. Legal aid for poor persons: A comparative study 
of English, French and International Law. LSE, 
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H. M. Betyuzr. Beirut. The relation of the European Powers with the 


lands surrounding the Persian Gulf, 1903-1917. | aseye 
W. H. Carter. Oxford. The Collective System for the prevention of 
war: Covenant and Paris Pact. ESAs 
F, Y. Cuar. Illinois, International status and problems of Foreign 
Concessions in China. LSS ee 
C. Y. Cuenc. Shanghai. A survey of post-war policies of the Great 
Powers in relation more particularly to the Far East. L.S.E. 
I. Cuizix. Chicago. The impact of Western civilisation on political 
institutions in the Near East. LSE. 


T. K. CHow. Peking. The economic background of modern diplomacy 
of the Great Powers in the Far East since the World War. L.S.E. 
Davip R. Curriz. St. Andrews. Anglo-American Relations in the 
nineteenth century. St. Andrews. 
E. L. B. Curtis. Cornell, U.S.A. A study of the official and unofficial 
relations between Turkey and Greece from the Armistice of Mudros 


to the present day. LS 
R. L. G. Donatpson. Edinburgh. Advisory jurisdiction of the Perma- 
nent Court of International Justice. Edinburgh. 
Haroip D. Frntry. Yale. Forty years of Anglo-American relations, 
1873-1913. Edinburgh. 
L. M. Grtper. Aspects of Anglo-American Relations, 1899-1906 : Being 
a study in the Problem of “Security. Oxford. 
H. L. Hatt. Melbourne. The Imperial relations between Australia and 
England, 1850 to 1907. L.S.E. 
ADA D. Hoorgr. Aberystwyth. League of Nations’ activities in con- 
nection with the Drug Traffic. Aberystwyth. 
MARGARET LAMBERT. Oxford. The ‘problem of Poland’s access to the 
sea. - Lee 
T. T. Lt. Nanking. Democratic control of foreign policy in England 
and U.S.A. LS Ee 


Mary Lyman. Wellesley, U.S.A. The various proposals made in 
regard to the Treaty of Trianon and the reaction of the British 
Press to them. L.S.E. 

A. S. Minpwarp. London. An account of the origins and interpreta- 
tions of Article XVI of the Covenant, and an attempt to estimate 


its significance. BRS ye 8 
I. B. Powru. Aberystwyth. The government of the Mohammedan 
and Pagan Tribes of the Philippine Islands. Aberystwyth. 
G. L. RrmpcEway. Some aspects of international co-operation in the 
field of economic policy since 1920. Oxford. 
PENRY SAMUEL. Aberystwyth. The origin and evolution of the 
Assembly of the League of Nations. Aberystwyth. 


K. Sucita. Tokio. Responsibility, Sovereignty and the intervention 
of States from the point of view of recent Internationalism, and 
the probability of war and the means of its prevention. Cambridge. 

T. Tan. California and Harvard. China and the League of Nations. 

, LS 

M. Tate. Disarmament during the last century. Oxford. 

C. J. WoopswortH. Manitoba. The influence of the Far East on 
Canadian social and economic history. L.S.E. 


1933 | LIST OF THESES 373 


F. H. Ii. THomas. Edinburgh. History and tendencies of inter- 


national judicial settlement. Edinburgh. 
L. B. ZAPoLFAN. Chicago. International and Inter-regional Economic 
relations. Cambridge. 
Miscellaneous 
J. I. Brick. Sheffield. The doctrine of religious certainty in English 
philosophy. Sheffield. 


H. W. Howes. University College, Wales, and London. The func- 
tional aspects of the legend of St. James of Compostela, from its 
inception to the present time. LS ee 


Books Received 


A. H. Aspatt: The Search for Confidence in 1932. P. S. King. 109 pp. 
6s. 

R. D. AGARWALA: Sugar Industry and Labour in the United Pro- 
vinces. Leader Press. Allahabad. 158 pp. Rs.3. 

RiccaRDO Bacur: Le regioni nell’ economia nazionale, Angelo Sig- 
norelli. Rome. 55 pp. L6. 

V. H. BECHTEREV: General Principles of Human Reflexology. Jar- 
rolds. 468 pp. ais. ; 

H. von BeckeRATH: Modern Industrial Organisation: An Economic 
Interpretation. McGraw-Hill Publishing Co. 382 pp. 24s. 

J. R. BenterBy: The Conflict of Values. Richard Clay & Sons. 
oy (HO, OS: 

SuipLey N. BravsHaw: Unemployment and Plenty. Allen & Unwin. 
146 pp. Is. 6d. 

D. W. Brocan: The American Political System. Hamish Hamilton. 
415 pp. 18s. 

E. CHAMBERLAIN: The Theory of Monopolistic Competition. Harvard 
University Press. 213 pp. $2:50. 

Christianity and the Crisis. Edited by Percy DEARMER. Gollancz. 
616 pp. 55. ; 

JosrpH L. COHEN: Building Society Finance. Reed & Co. 227 pp. 
12s. 6d. 

Cost-of-Living Studies, V, ‘‘ How Mexicans Earn and Ljive.’’? Univer- 
sity of California Press. 114 pp. 

GrorGE R. Davirs and WALTER F. CROWDER: Methods of Statistical 
Analysis in the Social Sciences. Wiley & Sons, New York, and 
Chapman and Hall. 347 pp. 20s. 

SHEPHERD DAWwson: An Introduction to the Computation of Statistics. 
University of London Press. 192 pp. tos. 6d. 

W. H. Dawson: Germany Under the Treaty. Allen & Unwin. 421 pp. 
tos, 6d. 

CrivE Day: Economic Development in Modern Europe. Macmillan. 
447 pp. 2s. 6d. 

MARIE DESSAUER: Die Big Five. C. E. Poeschel. Stuttgart. 182 pp. 
Rm. 9°50. 

Puyilis DoyLtE: A History of Political Thought. Jonathan Cape. 
335 pp. Ios. 6d. 

D. S. EDWARDS: Gold Reserves and the Monetary Standard. 148 pp. 
5S. 

Pau, Ernzic: The Economic Foundations of Fascism. Macmillan. 
I50 pp. 7s. 6d. 

Sipaae ELLINGER: This Money Business. P. S. King. 138 pp. 

S: 


374 


1933 | BOOKS RECEIVED oro 


R. C. K. Ensor: Courts and Judges. Oxford University Press. 
144 pp. 6s. 

ABRAHAM EPSTEIN: A Challenge to America. Warrison Smith and 
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School Notes 


Mr. W. H. Coates, LL.B., B.Sc., Ph.D., has been co-opted a member 
of the Court of Governors and Council of Management of the School. 

The title of ‘‘ Reader in Public Administration in the University of 
London ’”’ has been conferred on Dr. H. Finer, in respect of the post 
held by him at the School. 

The title of ‘‘ Reader in Administrative Law in the University of 
London ’’ has been conferred on Dr. W. A. Robson in respect of the 
post held by him at the School. 

Mr. D. W. Brogan has been promoted to be Lecturer in Political 
Science as from October ist, 1933. 

The degree of D.Se.(Econ.) has been conferred on Mr. J. R. Hicks 
for a thesis entitled ‘‘ The Theory of Wages,” and the degree of LL.D. 
on Mr. W. I. Jennings. 

Miss M. Wallas, M.A., Ph.D., has been appointed an Assistant in 
Modern Languages as from October Ist, 1933. 
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Studentships for Postgraduate Research 


The School of Economics will offer in October 1933 two Research 
Studentships (including one Leverhulme Research Studentship). Each 
Studentship will be of the value of £200 a year, in addition to fees, 
tenable at the School for two years. 

Candidates are asked to submit, with theit testimonials and the 
names of their referees, either published work, Prize Essay, or written 
work bearing their names, or a detailed scheme of research on the 
subject proposed for investigation. 

The Studentships are intended to promote the execution by graduate 
students of definite pieces of original work in Economics or Political 
Science, and they will be awarded only in the event of candidates of 
sufficient promise presenting themselves. The subject of research must 
be approved by the Director of the School. The renewal of each 
Studentship for the second year will depend upon the receipt by the 
School of a satisfactory report from the student on the work pursued 
during the first year. 

Candidates should apply to the Secretary, London School of Eco- 
nomics, Houghton Street, W.C.2, for a form of application, which 
should be completed and returned not later than October 3rd, 1933. 


Metcalfe Studentship for Women. 


The University of London awards annually one Metcalfe Student- 
ship, of the value of (at present) £100. The Studentship is tenable at 
the School of Economics, and is open to any woman student who has 
graduated in any University of the United Kingdom. The student will 
be required to undertake research on some Social, Economic or Indus- 
trial problem to be approved by the University. Preference will be 
given to a student who proposes to study a problem bearing on the 
welfare of women. 

The studentship will be awarded only if candidates of sufficient 
merit present themselves. 

Further particulars and application férms can be obtained from the 
Academic Registrar, University of London, South Kensington, S.W.7, 
by whom applications must be received not later than September rst, 
1933. 
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On the Subject-Matter and Method 
J of Economic Science 
By FELIx KAUFMANN 


THE source of the following reflections is my conviction that the 
sterility of the methodological controversies of the last fifty years 
is due to a lack of precision in the formulation of the problems 
involved. Take the question how one ought to define the subject- 
matter of economics, e.g. whether it is or is not a purely social 
science or again whether some particular methods (such as the 
analytical, statistical or historical method) should be applied. In 
most cases the problem is presented in the form of a rigid alterna- 
tive which precludes the possibility of deeper analysis. Worst of 
all, economists usually operate with such antithetical categories 
as subjective—objective, formal—material, analytic—synthetic, 
strict law—mere tendency. These are assumed without further 
reflection to be rigid alternatives—though actually they need the 
most careful analysis. When they are used uncritically the result 
is usually a dogmatic decision in favour of the one or the other 
alternative without any real appreciation of the implications 
involved. 

In the following pages we shall try to illustrate, with the help 
of some particularly significant examples, how a way can be found 
out of this confused state of affairs. We shall examine firstly the 
problem of the definition of the subject-matter of economics, in 
particular how far it depends for its solution on questions of the 
method of economics. We propose further to show by analysing 
one of the methods applied in our science, namely the method of 
the subjective theory of value, how the analysis of the logical 
structure of a method ought to be carried out. Finally, we shall 
apply our results to the investigation of certain other problems. 

Let us begin with the problem of the definition of the subject- 
matter of economic science. If one goes through recent writings 


1] am very much obliged to Miss P. Joseph (Oxford), Mr. A. R. Sweezy 
(Boston), and particularly Mr. A. W. Stonier (Oxford), for having given me their 
valuable assistance in the composing of the English text of this essay. 
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on the subject in an attempt to get a clear idea of the attitude of 
economists to-day towards this question, one comes upon so many 
radically different definitions of economic activity or of “ the 
economy ” that it is evident that most of them must be incorrect. 
Further reflection, however, shows that the very assertion of their 
incorrectness involves a problem—namely, what one means by 
calling a definition incorrect. It is clear that a definition cannot be 
false in the same sense as an empirical statement (e.g. a prophecy 
which is not fulfilled), for a definition is merely a convention with 
regard to the use of a term, and therefore in principle logically 
arbitrary. But—and herein lies the solution of our problem— 
this arbitrariness largely disappears, when, as in our case, one’s 
task is to define what is the meaning of a term already in use 
as actually used. If the definition does not fulfil this condition, it 
is incorrect. 

The lack of clarity of thought revealed by such inadequate 
definitions may be due either to the neglect of some of the elements 
which properly belong to the object to be defined or else to the 
inclusion of irrelevant elements, and it must not be supposed that 
in all cases this confusion can easily be eliminated. It is particu- 
larly important not to underestimate the methodological diffi- 
culties which spring from the second of these sources of obscurity. - 
This kind of mistake is generally due to the fact that certain 
elements which are connected merely by association with the 
objects to be defined become inadmissibly incorporated in the 
definition. Thus, for example, it has nothing to do with the nature 
of the number ninety that it happens to be the number of my 
house. Primitive man who can only count by using his fingers 
connects in his mind numbers with fingers, and the uneducated 
man of our own time will connect them as a rule with the con- 
ventional figures which are used to represent them. The mathema- 
tician, however, knows that the laws of numbers are not only 
independent of the arbitrarily chosen figures, but also of the 
decimal system, independent even of whether the numbers are 
expressed in power series at all. He knows, therefore, that in 
defining a number he must exclude everything a change in 
which leaves the mathematical calculus unaltered. The axiomatic 
method and Hilbert’s theory of proof have pushed the matter to 
its final logical conclusion. 

Thus we can say that the definition of a scientific term— 
whether taken from another science or not—is correct if it corre- 
sponds with the meaning normally given to it in the science in 
question. But as we have suggested above this meaning itself is 
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not independent of the method of investigation employed. This 
will become even clearer as we go on. 

Having described in general terms the sources of false definition, 
we must now proceed to examine more closely the particular 
conditions of our own field of investigation. Here inadequate 

- definitions arise chiefly from the fact that economics is a science 
which deals with purposive human activity. Since in most cases 
of conduct rationally directed to an end the immediate end is only 
the means to a further end or ends, the question arises which end 
within the series is to be the central point of the investigation. 

We can make this point clearer by an illustration from outside 
the economic field, namely, the use of speech for the purpose of 
conveying information. If one wishes to convey a piece of informa- 
tion to another human being one’s immediate aim is to be under- 
stood by him. One therefore chooses a language which one knows 
or thinks he can understand. But asa rule one is trying to achieve 
something more than this, namely, to lead him to a course of 
action which will have a certain definite result. Thus the state- 
ment “‘ here comes a car,” made to a friend who is crossing the 
street with me, is not merely one which I hope he will understand, 
but which I hope will call his attention to a possible danger and 
thus preserve him in life and limb. Nevertheless the act of con- 
veying information can be investigated and its content examined, 
independently of the further purposes which the information is 
intended to serve.t To return: it is easy to see that one reason 
why the various definitions of economic activity differ from one 
another is that they include different definitions as to which ends 
are, and which ends are not to be considered as essential parts of 
economic activity. In other words there is no agreement as to 
which members of a series of aims which a given economic act is 
intended to serve are directly relevant and which are only 
indirectly relevant to economic science. Thus some economists 
include as relevant only the immediate aim—that of acquiring 
goods, others include also the further aim of consuming them, 
others again go behind this to the supposed ultimate aim of 
increasing one’s happiness. 

In order to reach a clear statement of the problem we must 
distinguish two separate questions, which—for reasons shortly to 
be given—are continually confused in practice. The first question 
is what facts can be described and explained by economic science, 
and the second, which implies the first, what methods of investiga- 


1 The distinction here exemplified is important for the problem of interpretation 
particularly in the legal sphere. 
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tion are most suited to such a task. The second question can be 
divided in its turn into two parts: (a) What kind of data can be 
regarded as suitable material? (b) On what general principles 
may one make inductive generalisations from the available data ? 
Question 1 refers to the scope of the science, and questions 2a and 
2b to its method. 

We shall now discuss the first question bearing in mind our 
principle that the meaning of scientific concepts cannot be defined 
“from outside,” but only by analysis of their actual use within 
the science in question. In this way by examining the propositions 
of economic science to determine to what subject-matter they 
actually refer, we can detect without difficulty a central body of 
problems, which undoubtedly belong to the subject-matter of 
economics and which cannot, therefore, be omitted from any 
correct definition of it. The primary subject-matter of economics 
consists of acts of exchange.' Its problems are, for example : what 
elements determine exchange rates between goods, wages of 
labour, and interest on loan capital? Or, stated generally, what 
are the elements on which terms of exchange depend? Inthe course 
of its enquiry economics will have to ask and answer many other 
questions, but it must never forget that they are only inter- 
mediate questions, subsidiary to the main one. 

Our first problem is, therefore, to make clear what is to be 
understood by the exchange of goods. At one time economists 
were inclined to accept the naive definition of goods as physical 
things, and of their value or price as a quality of the things 
themselves. There can be little doubt that this idea lies behind 
the labour theory of value. The subjective theory of value on the 
other hand has made clear once for all that the conception of 
goods and their value cannot be defined without reference to an 
economic subject. The quéstion therefore arises what it really 
is that the economic subject acquires when he gains possession of 
a thing. Clearly, what he acquires are opportunities of utilising 
the thing in question, and, therefore, a good must be defined as a 
totality of such opportunities, which can be realised partly 
together, partly as alternatives to each other. I have such an 
opportunity if there exists a probability that some event, desired 
by me, will happen; I acqguive the opportunity in so far as I 
create such a probability—i.e. if I behave in such a way that the 
probability arises ; and I surrender it if I so behave that the proba- 
bility is removed before I avail myself of it. I have the opportunity 
of utilising a thing if there exists the probability that I can, if I 


1 On “‘ isolated economy,” see below, Pp. 395. 
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wish, do something particular with it. This definition of goods, 
however, is too narrow; for obviously there are also services 
which have a price. Moreover, people are paid not only for what 
they do, but also in some cases for what they refrain from doing. 
The conception of good cannot, therefore, be limited to oppor- 
tunities of utilising things, but must be extended to cover oppor- 
tunities of all kinds in so far as they are acquired or retained by 
acts of exchange. 

This brings us back to the question of the definition of exchange. 
The first thing is, as we have seen, to distinguish between the 
purpose of an act of exchange and the act itself, the second to 
realise that the act itself, the exchange relation, is composed of 
two actions, one on the part of each partner. So we reach the first 
preliminary definition of exchange: Exchange occurs when each 
partner acts in a certain way on the understanding that the other acts 
appropriately, 1.e. according to the explicit or implicit agreement. 

We must reject the assumption that sacrifices form a necessary 
part of the act of exchange. It is perfectly possible that a man may 
receive payment for something which he would be glad to do for 
nothing if payment were not to be had. The idea that one must 
always sacrifice something to gain something else in exchange 
can be traced back to various sources, among others to “ ethical ”’ 
doctrines regarding the “ just price.”’ 

But the conception of exchange of goods as indicated above is 
too wide, for it would include such things as a rendezvous—which 
is not one of the themes of economics! Generalising from this 
example, we can say that all actions in common (co-operations) 
must be excluded. 

If this be done the definition is not too wide for the conception of 
exchange in general, the notion of economic exchange, however, 
usually carries the further implication that each of the parties con- 
cerned acts in accordance with the economic principle: that is, that 
he tries to get as much as possible in return for what he gives up. 
The full consequences of this conception are, however, rarely 
held in mind. Economists tend rather to treat as economic all 
acts of exchange which as a general rule come under the economic 
principle, such as business transactions without asking in each 
particular case what actually are the motives of the parties to the 
exchange. This tendency leads to an equivocation which is 
particularly fruitful of confusion when it comes to the question 


1 Goods exist for me independently of whether I use them or not, independently 
even of whether I am conscious of their existence. For the statement that I can 
bring a certain event to pass if I will, says nothing about my willingness to do so 
or even about the possibility of my being willing. 
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how much significance is to be assigned to the economic principle 
and its corollaries. If the economic principle is included in the 
conception of economic exchange by definition, the statement 
“every participant in an economic exchange acts in accordance 
with the economic principle”’ is merely an analytical proposi- 
tion, and if one likes (though I consider such an expression 
ill-advised) one can speak of its apodictical validity. This state- 
ment cannot, however, be taken to mean that every business 
transaction is conducted in accordance with the economic principle 
and is thus subject to an economic explanation. 

The above considerations point directly to the connection be- 
tween subject-matter and method. For they show that in the 
concept of the subject-matter elements are often more or less 
explicitly included which suggest the choice of one method of 
investigation rather than another.1 Any definition, therefore, of 
the subject-matter of economics, which is to take all the relevant 
factors into account must be based on the solution of the main 
problems of method. To these we shall now turn our attention. 

The ideal of economic science would clearly be to find laws of 
economic processes such as physics has found for the processes of 
nature, and so to reach a body of economic law having a degree of 
precisionand auniversalapplicability comparable tothat of the body 
of physicallaws. If this were possible, the problem of method would 
no longer exist. For there could be no doubt that the method 
by which these results have been gained was the correct method of 
economic science. From the mass of each of the planets and its 
position relative to the sun at a given point of time we can 
calculate their relative velocities and accelerations at a given 
future or past point of time. If we could determine by any method 
whatsoever the price of goods, the rate of interest, the standard 
of wages and the distribution of income within a given territory 
with equal accuracy and for points of time equally distant with 
the help of data concerning population, quantity of gold and the 
amounts of different goods, any objection to such a successful 
method on the ground, e.g. that it is the method of the natural 
sciences and therefore unsuitable to the analysis of human 
behaviour, would be as little respected as the reproach of 
Poiret, the mystic, that Newton’s method of investigation 


1 They do not, of course, logically necessitate the use of the method in question. 
Thus to define economic exchange with the help of the economic principle does 
not necessarily imply that the latter should be used as the basis of explanation 
for all acts of exchange, in the wider sense. But this conclusion is plausible, and 
it is likely to be drawn. Here we have one of the chief reasons why economists lay 
so much emphasis on their different definitions of the subject-matter of economics. 
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“ turned living nature into a corpse.” But we have not got such 
a method and, for reasons which I have given elsewhere,! there is 
very little prospect that we ever shall. On the contrary, it is 
tolerably clear that all we can hope for are economic laws of such 
a kind as to render possible cautious prophecies about the future 
course of economic activity, and that even these can only be found 
by analysing the motives of man’s economic conduct here and now 
and by drawing conclusions from this analysis as to his future 
conduct in more or less similar circumstances. This means that 
economics is faced with difficult problems regarding the choice of 
the method or methods of investigation—problems of which the 
more abstract natural sciences know little, for physicists can 
arrange their laws in a simple hierarchy of generality and par- 
ticularity, which determines more or less completely what kind 
of causal connection is significant and what degree of abstraction 
from the sense data is, therefore, required. 

In the sciences of human conduct in general, and in economics 
in particular, the given facts do not as a rule point clearly, at any 
rate at the first glance, towards any one particular method of 
explanation. On the contrary, it often happens that several 
different methods offer themselves for consideration, each 
apparently with as good a right as the others. A selection must, 
therefore, be made, and if the various problems are to be clearly 
formulated there must, in each case, be a systematic principle of 
selection. This is the main reason why in the social sciences 
questions of method play a far greater part than, for instance, in 
physics. They must be decided by fundamental theoretical 
analysis, and the very reason why they are so often left obscure is 
because they are not kept separate in particular from questions of 
political faith. 

If we are not to lose our way in this labyrinth, we must keep a 
firm grasp on the following principles : firstly, that in an empirical 
science no method of investigation can be granted to be empirically 
useful, i.e. to be capable of successful application to reality, merely 
because of its logical structure. Those things which can be estab- 
lished by the formal analysis of a theoretical system—its con- 
sistency, unity or simplicity—in no way help us to decide on the 
possibility of its application to reality. Still less can we decide 
in this way whether a particular method is the best one. We can 
argue on good grounds that one method of investigation is prefer- 
able to another and make a choice between them without a direct 


1‘ Was kann die mathematische Methode in der Nationalokonomie leisten ? ”’ 
Zeitschrift fiir Nationalékonomie, 1931. 
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comparison of their results ; but if it is claimed that the superi- 
ority of one method is “a priori recognisable,” “ logically evi- 
dent,” or “ self-explanatory,” then one can be sure that the claims 
are ill-founded. It must be remembered as a matter of principle 
that no apodictical assertions whatever can be made regarding 
matters of experience, that is, regarding the occurrence or non- 
occurrence of given events. The incorrectness of such assertions 
must always be allowed to be possible. Assertions of fact are never 
apodictic and vice versa. 

But even empirical laws cannot of themselves yield knowledge 
of facts. This is only possible when the laws are applied to data, 
that is, to the results of observation. Even complete knowledge 
of the laws of nature such as would be possessed by the “‘ Mind ”’ 
of Laplace’s fiction would only allow an accurate determination 
of the state of the world at any given past or future point of time, 
if all the data at the present point of time were supposed known. 

In order to avoid the ever-recurring fallacies regarding the 
nature of the laws of economics, as of all empirical sciences, it 
seems desirable to state explicitly at the outset that such laws are 
capable of two essentially different interpretations. According to 
the first interpretation they are irrefutable. If they do not agree 
with the facts, the divergence is referred to disturbing factors, 
without anything positive being said about the latter. In this 
case one should speak of conventions. According to the second 
interpretation the laws are empirical, or in other words open to 
refutation by the facts. Now the reason why these two types of 
laws are not distinguished clearly enough is that a convention is 
almost always regarded as the provisional substitute for a law which 
shall be capable of being tested empirically. The law can be substi- 
tuted for the convention as soon as the nature of the postulated 
disturbing factor has been established by independent investiga- 
tion. An excellent illustration is the concept of potential energy. 
Nevertheless, it is important to remember that the two possible 
interpretations are logically quite distinct, and must, therefore, 
be distinguished carefully from each other at every stage of 
development of the science in question. Thus Galileo’s laws of 
falling bodies are laws empirically established, in spite of the fact 
that bodies do not as a rule fall in accordance with them, because 
the disturbing factors, particularly friction and air-resistance, can 
be calculated and varied independently, and when they are taken 
into account the laws are found to agree with reality. But if one 
proclaims that economic laws admit of no exceptions, and if one 
makes disturbing factors (often called changes in data) responsible 
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for any failure on the part of the laws to coincide with the facts 
without determining independently the nature and the quantitative 
importance of the latter, then one is using the economic laws as 
conventions. 

What we have said about conventions holds also of heuristic 
postulates, which may be defined as the decision to use a particular 
method in investigations in a given field. Here again two cases 
must be distinguished. On the one hand a postulate of this kind 
may lay claim to empirical substantiation, by an appeal to its con- 
crete usefulness for the investigations in question, thus submitting 
itself to the pragmatic test. On the other hand, it may accept such 
a test, in which case, if it leads to results which are in conflict with 
the facts, and, therefore, useless, it makes some external factor 
responsible, the existence of which it is, however, still unable to 
establish. 

The confusion of these two interpretations leads to the erroneous 
idea mentioned above, that there are apodictically valid principles 
of economic science which cannot be empirically disproved, but 
which nevertheless yield empirical knowledge. The cause of 
this confusion is easily understood. Deductive reasoning is inde- 
pendent of experience in so far as it depends for its validity, not 
on empirical facts, but on the formal relation between premises 
and conclusion. But the premises themselves will have been 
chosen specifically with a view to their empirical application and 
the choice will, therefore, have been determined by experience 
and, in many cases, by pre-scientific experience. Their empirical 
content is now accepted as an established fact while at the same 
time any suggestion that it should be empirically tested is ruled 
out by an appeal to the a prion validity of the formal theory— 
which belongs, of course, only to its internal structure, i.e. to the 
deductive system itself. 

The fact that no method in economics can be regarded as being 
a priori correct, sets us the task of deciding if and why certain 
methods are to be preferred to others. We have, therefore, to ask 
what data an economic theory starts from, what general assump- 
tions it makes explicitly or implicitly as to how they should be 
connected, and how these assumptions themselves hang together. 
And there also arises the further question only too often confused 
with the foregoing: what arguments can be adduced to support 
the claim of the given method to be the best. 

Now the “ subjective value theory” of the marginal utility 
school offers, in my opinion, the most thorough and consistent 
examination we have of the body of economic problems. We pro- 
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pose, therefore, to concentrate our attention on the implicit 
assumptions in the method of this school. 

Its fundamental principle is to regard every economic action as 
being completely determined by an economic plan. This principle 
contains two assertions, firstly that there exist such economic 
plans, and secondly that economic activity takes place entirely 
according to them. Every economic act is, therefore, regarded as 
purposive, ie. as an application of means to ends. The con- 
ception of an economic plan contains also the idea of a scale of 
goods. That is to say: the economic subject.decides whether of 
any two goods G, and G, included in the economic plan G, shall 
be preferred to G, or G, to G,, or whether neither shall be preferred 
to the other. Finally, according to what may be called the 
principles of economic consistency if G, is preferred to G,, G, can- 
not at the same time be preferred to G, (assymetry) and if G, is 
preferred to G, and G, to G,, then G, must be preferred to G, 
(transitivity). These principles are generally speaking the con- 
stituents of what is called ‘“order’’ in symbolic logics and 
mathematics. 

In this reasoning we have neglected one important point, 
namely, that an economic plan can only be regarded as an econ- 
omically complete system if the relations of preference between 
all given combinations of the goods included are determinate. 
Thus it would have to be determined whether of five goods, G,, 
G,, Gs, Gy, and G,, for instance (G, + G, + G,) would be sacrificed 
for (G, + G,), and whether G, would be sacrificed for (G, + G,). 
This gives for n goods 2"—2 combinations, many of which, how- 
ever, would have to be abandoned, according to the assumption 
of consistency, as being logically excluded by others. Only if 
goods are arranged in such a scale can the so-called economic 
principle be given a meaning which makes possible a comparison 
between different kinds of goods, alternatively available for ex- 
change against another good. a 

In its traditional form this principle runs as follows: ‘‘ To seek 
the greatest possible utility or the greatest possible satisfaction, 
with the least possible sacrifice.” This formulation does not, 
however, represent the way economists actually use the principle. 
What they actually apply it to is the immediate aim of the par- 
ticular economic action, but the traditional formulation substi- 
tutes for this something which is taken to be the ulterior motive 
for all economic activity. Here we have an example of incorrect 


1 The subjective theory of value therefore uses the interpretative method 
(Verstehende Methode). 
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definition in the sense explained above. The correct definition 
would be: not to give up more commodities than is necessary to 
acquire a given set of commodities. 

But the real significance of the subjective theory of value is 
not to give a descriptive analysis of the plans but to explain them 
in terms of their psychological and physiological causes. Hence it 
lays the chief stress on the analysis of wants. To this conception 
we shall return later, but in the meantime it is important to note 
that this is the reason why the subjective theory of value takes 
the consumer’s plans as its starting point and derives all other 
plans from them. 

We are now in a position to understand the significance of the 
principle of diminishing marginal utility, which has always been 
considered as the foundation of the subjective theory of value. 
Bohm-Bawerk formulates it as follows : 


“The value of a commodity is measured by the importance 
of that concrete unit of want, or partial unit of want which is 
the least important of the wants satisfied by the available total 
supply of commodities of this kind.’’ 


Analysis of this statement shows at once that it contains the 
heuristic postulate that the scale of preferences in an economic 
plan is to be interpreted in terms of wants. If we leave this out 
of consideration for a moment we can formulate the principle as 
follows : 


“ The value of any one unit of a commodity forming part of 
a stock is determined by the evaluation of that use which the 
economic subject would relinquish if deprived of a single unit 
of the stock.” 


Now what this implies is no other than the idea of a plan of 
consumption containing a scale of uses. For the assertion 
that of two uses u, stands higher in the scale than u, means 
by definition that—according to the plan—u, will be given up if 
both cannot be realised together. Their relation in the scale 7s 
this decision. Most members of the school have failed to dis- 
tinguish this scale from the scale of intensity of wants in the 
psychological or physiological sense. If the scale of preferences is 
already determined there is no further problem, for action in 
accordance with the economic principle is in that case neither more 
nor less than action in accordance with the plan, which expresses 
itself in the scale of preferences. The real problem of the subjective 
1; Kapital und Kapitalzins, 2 Abt: Positive Theorie des Kapitals, 3rd ed., 
1909 and 1912, p. 246. 
B 
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theory of value is to try and find out in each particular case how 
the scale of preferences is composed, and the results it has reached 
on these lines are of great importance for economic theory. But 
it has often interpreted its own method in an erroneous and ques- 
tion-begging way. It has defined the least important want as the 
first to be sacrificed in case of necessity, and at the same time has 
supposed this assertion to be a synthetic proposition. We can 
easily understand how this fallacy has arisen if we imagine an 
economist faced with an economic action already completed, 
which he has to interpret in terms of a scale of preferences. If he 
identifies the scale of preferences with a scale of wants, he must 
identify the ‘“ good relinquished ”’ with the “ good which satisfies 
the least important want.’”’ But this, of course, is not an explana- 
tion. One can only speak of an explanation if the reason is given 
why the economic activity took the course it has taken rather than 
another. This becomes obvious when one considers the other case, 
namely, that in which the economist is trying not to explain past 
conduct but to prophesy future conduct. 

The following concrete example will make quite clear that the 
principle of marginal utility can be deduced straight from the 
scale of preferences. Let us suppose an economic plan containing 
the following three items in order of importance : 


(x) use of one sack of wheat for food ; 
(2) use of one sack of wheat for fodder ; 
(3) use of one sack of wheat for sowing. 


Now to say that one of the three sacks has to be relinquished 
is the same thing as saying that the third sack will be relinquished. 
But to relinquish the third sack means, in accordance with the 
plan, to relinquish the sowing. The value of “ one and only one ” 
of the three sacks of wheat is, therefore, by definition identical with 
the value of the “ one sack for sowing.” Value is nothing but the 
place in a scale of preferences. To operate with the principle of 
marginal utility is, therefore, to operate with scales of preferences. 

The principle of marginal utility is, therefore, neither an 
empirical assertion nor a tautology nor a synthetic judgment a 
priori, but a heuristic postulate. 

We now pass to the conception of want. The assertion that 
wants are the source of value is only another way of putting the 
heuristic postulate that a causal connection should be traced back 
from value to want. For no phenomenon has one single cause 


1 Cf. my essay “ Logik und Wirtschaftswissenschaft,”’ Archiv fur Sozialwissen- 
schaft und Sozialpolitik, Band 54, S. 614-656, 1925, S. 649 ff. 
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only, and if one speaks of “‘ its cause ’’ one can only mean that a 
particular method of explanation is to be applied. In our case, 
however, the method of investigation is not yet clearly determined, 
because the conception of want is ambiguous. Want means 
originally a more or less instinctive urge to remove a feeling of 
dissatisfaction, and in this sense one may speak of wants of 
different intensity, even though it is not always possible to com- 
pare the intensity of two given wants. But this conception has 
only a narrow field of application, for a great many acts of ex- 
change cannot be traced back to psychological data of this kind. 
The difference between the two cases has been obscured, by the in- 
troduction of the term “ higher wants,” in which ‘“‘ want ”’ is meant 
to cover any and every psychological cause of economic evalua- 
tion. The confusion of this highly formal conception of want with 
the original meaning of the word has had a disastrous influence. 
In particular it has led to the idea that all scales of preferences are 
determined by scales of intensities of wants. 

The theory of wants provides economics with an interrelated 
body of psychological facts which, according to the subjective 
theory of value, causally determine economic plans. The idea is 
generally as follows: The economic subject has to consider two 
kinds of data when drawing up his economic plan: on the one hand 
his wants of various intensity which are demanding satisfaction, 
on the other hand the technical means of satisfying them which 
are called goods, with their relative scarcity. But most of the 
“wants’’ on which economic analysis turns are not wants in 
the psycho-physiological sense outlined above and cannot be 
described in abstraction from the goods which are able to satisfy 
them, because they are simply desires to obtain satisfaction from 
the goods in question. The rigid distinction between the psycho- 
logical and the technological determinants of economic conduct 
cannot, therefore, be made in the simple fashion usually supposed. 
The combination of psychological and technological elements can 
be seen, for instance, in the distinction between goods which can 
and goods which cannot be increased in amount, between divisible 
and indivisible goods, consumption goods and capital goods, and 
so on. Classification of this kind (which could be systematised and 
materially extended by more thorough analysis) provides a useful 
aid for the interpretation of economic activity. To summarise we 
can say that the real significance of the theory of wants lies in its 
attempt to give a systematic analysis of all the causes on which the 
relative evaluation of the different uses of goods depends. In par- 
ticular the investigation of wants in the narrower sense has helped 
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us to understand such economic plans as concern themselves 
mainly with the actual necessities of life. 

In this connection Gossen’s law of the satiation of wants is often 
cited to show the significance of scarcity for economic evaluation. 
Economists argue as follows: If additional units of the same type 
of utilisation did not yield diminishing satisfaction there would 
be no reason why all units of the good in question should not be 
put to the same use. If that were so, one could evaluate a good 
of a particular kind according to the utility of the best way of 
utilising any unit of that kind of good. But as things are, one must 
also take into account their relative scarcity. 

But whether we can speak of the application of Gossen’s psycho- 
logical law to economic science depends on whether we regard the 
psychological generalisation formulated in it as the source of our 
knowledge of economic evaluations or merely as an interpreta- 
tion ex post facto, which traces them back to psychological facts 
of which we have separate knowledge. But be that as it may, 
Gossen’s law is in no case to be regarded as a law of economic 
science, since it does not directly refer to economic activity itself. 

We have outlined the guiding principles according to which the 
subjective theory of value selects, arranges and draws conclusions 
from its data. The next step would be to consider the arguments 
adduced to prove their empirical usefulness. But before doing so 
we must return to the problem of the scope of economics since our 
analysis of the subjective theory of value raises the doubt whether 
our previous definition of the subject-matter of economics is not 
too narrow. For this theory applies not only to social activity, 
but to all actions in accordance with the economic principle. I 
am, nevertheless, inclined, on general methodological grounds 
regarding the distinction between the subject-matter and the 
method of a science, to accept the narrower “‘ social ’’ definition. 

Let me illustrate what I mean by the example of acoustics. 
Acoustics seeks to explain certain sense-data called sounds by 
bringing them into the general system of physics. To achieve this 
it does not remain in the sphere of the data themselves, but co- 
ordinates them with vibrations, i.e. phenomena of movement. It 
then proceeds to operate with the latter and finally applies the 
result thus achieved to the acoustic phenomena themselves. 
The process is divided into three stages : 


(1) A connection is established between the initial sense-data 
and the physical phenomena in the narrower sense. 


(2) These physical phenomena are then analysed. 
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(3) The result of the analysis is carried over and applied to 
the acoustic data. 


Now in the actual process of research the second stage generally 
plays the predominant part, so that there is a tendency to over- 
look the other two stages ; thus it comes to be supposed in the 
case we have chosen that the subject-matter of acoustics is com- 
posed of measurable objects to which mathematics can be directly 
applied, for the initial phenomena which are the real subject of 
investigation are regarded as anterior to the scientific process, and 
are consequently neglected. 

Applying this argument to economic science, we get the follow- 
ing results. According to the subjective theory of value the central 
economic problems, i.e. those of price determination, can only be 
tackled with the prospect of achieving useful results if the econ- 
omic activity to which they refer is traced back to an economic 
plan. The further task then arises of evolving such plans, with 
due reference to special conditions, and working out their logical 
consequences. The application of the results thus achieved to the 
economic action itself contains no new problem, for we have 
assumed that it is completely fixed by the plan. Hence a tendency 
to regard the economic plan as the true subject of economic in- 
vestigation. This conclusion it is true is seldom clearly expressed, 
for we hesitate to regard a mental process as the subject-matter of 
economic science, since there would then be no way of drawing the 
line between economics and psychology. It shows itself rather as 
a tendency to class all investigations regarding the purposive dis- 
position of goods together, and leads, therefore, to a concept of 
economic activity which includes “ isolated economy.”’ 

If, on the other hand, we consider the problems themselves, inde- 
pendently of the method by which they are to be solved, we arrive 
at the opposite conclusion, for the central problem of economic 
science is the determination of the course of social behaviour. 
There are, therefore, two possibilities. Either one defines the sub- 
ject-matter of economics so as to include all activity according to 
the economic principle. In that case economics must be divided 
into a theory of the isolated and of the social economy. Or else 
one defines it as exchange, in which case the conception of 
activity according to the economic principle is used merely as an 
instrument of investigation. In the history of theory it has nearly 
always played this réle; for what economists really want to 
explain are, after all, prices and nothing else. But even if we 
prefer accordingly to adopt the narrower conception of economic 
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activity, that does not, of course, imply the slightest objection 
to the method of concentrating attention in the analysis of ex- 
change on the psychological factors which determine the con- 
sumer’s economic plan. 

This leads to the conception of value. For the question whether 
the theory of prices presupposes a theory of value is simply another 
way of putting the question whether prices should be traced back 
in the last resort to the elements which determine consumers’ 
plans. 

The subjective value of a particular commodity is nothing more 
nor less than its place in the economic plan, and the demand (well 
justified in my opinion) that an independent value theory shall 
precede price theory, thus includes the task of creating a theory of 
economic interpretation, in the sense outlined above. But here 
again we must be careful to avoid the error (which the leading 
modern representatives of the marginal utility school do avoid to 
a greater extent than its founders) of misinterpreting heuristic 
postulates as irrefutable laws a priori. Where this claim is made 
critics fasten for the most part on to such “ axioms,” and think 
they have finished with the theory criticised when they have 
refuted its claim to absolute validity, instead of going on to test 
its heuristic value. Then the critic often adds a positive theory of 
his own, which presupposes no less dogmatically a different set of 
assumptions. And so the controversy goes on, concerning itself 
less with the methodological principles themselves than with their 
philosophical (or rather pseudo-philosophical) interpretation. The 
dispute regarding the economic concept of value is largely of this 
kind. The confusion between economic and ethical value makes 
the matter still worse. It should be noted that the subjective 
theory defines economic activity as vight only relatively to a given 
economic plan. Rightness is neither more nor less than appropri- 
ateness to the plan. Likewise the economic plan itself can be 
judged right or wrong from the economic point of view only in so 
far as it forms part of a more comprehensive economic plan. The 
theory of subjective value is, therefore, “‘ wertfrei’’ in the sense 
which Max Weber has given to the term. 

We now come to the arguments with which the subjective 
theory of value justifies the method which it applies. As we have 
seen this method consists essentially of the following stages : 


(1) Interpretation of economic activity in terms of a plan. 
(2) Reference of all plans to consumers’ plans. 
(3) The working out of different types of plans. 
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Now this method is justified by the following reflections: The 
reason why one seeks to acquire goods is that one has wants de- 
manding satisfaction. Since the available supply of goods cannot 
satisfy them all, one must decide which of them to leave unsatis- 
fied. Thus the fact of scarcity relative to the wants is the source of 
the economic plan which in its turn determines the economic 
activity. Thus the psychological and technological data influence 
the economic activity only so far as account is taken of them in the 
plan. This is the justification of the method of interpreting the 
activity in terms of the plan. It follows that the conception of 
scarcity does not enter into the description of economic plans. 

The distinction between description and explanation is particu- 
larly important for the definition of economic concepts. It is 
correlative with that between the structure and the cause of 
economic phenomena. 

Let us illustrate what we mean by working out a definition of 
the conception of money. This definition will have to take 
account of the following considerations. 


(x) Every exchange commodity, i.e. every good which can be 
the object of social-economic activity, can be acquired or 
relinquished for money—it has a price. 


(2) Every quantity of money is a multiple of a unit of money. 


(3) The opportunities of disposal of money are always 
indirect, in other words the application of money (as opposed to 
the material of which it is made) is indirectly the application of 
goods. By this we mean that among the opportunities which 
can be acquired by an economic act, there are some the fruits of 
which can only be reaped with the help of a further economic 
act and some in which this is not the case. Here, if it were not 
for the danger of falling into a misleading equivocation, we 
might speak of economic and extra-economic uses, but we 
prefer to use the terms, divect and indirect utilisation of goods. 


Thus we reach the following definition: If to any given amount 
of goods of a given kind a number can (in principle) be ascribed which 
indicates the smallest amount of a particular kind of thing m im 


1It will be recognised that this is simply a more precise formulation of the 
distinction between value in exchange and value in use. Precision is necessary 
because the old distinction did not make the economic significance of value in use 
sufficiently clear. We shall call the series of acts of exchange between the first 
acquisition of a good and its direct utilisation, round-about methods of utilisation. 
Consumption is only one kind of utilisation, though a very special kind. We speak 
of consumption where the act of (direct) utilisation uses up, i.e. reduces or destroys, 
the sum of opportunities of disposal which constitute the good. In the former case 
there is ‘‘ complete consumption,”’ in the latter ‘‘ partial consumption. 
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exchange for which they can be obtained then we call things of the 
kind m money. Such a number may be termed the price-number of 
the good in question. 

This definition is the precise formulation of what is understood 
by the description of money as a general means of payment on the 
one hand, and as the common denominator of commodity values 
on the other. It gives to the term “ money ” the meaning which 
it has in practice in economic science. 

The question regarding the nature of money (namely what it is) 
has been obscured by being confused with other questions and 
particularly with the question of the origin of money, which runs 
as follows : What empirical conditions must be fulfilled for things 
of a given kind to become money, in particular to acquire the 
economic property implicit in the conception of money of being 
general means of payment? The question is asked, for example, 
whether it is the will of the state or whether it is some material 
property of the things themselves which confers and maintains 
the ‘“‘ quality of money.”’ These empirical conditions are then 
looked on as necessary elements of the concept of money itself, 
and the confusion is further increased by a failure to keep ques- 
tions of origin separate from those of economic policy and in par- 
ticular those regarding the possibilities of monetary policy as an 
instrument of state interference. So that on the one hand we have 
the more or less explicit idea that to have the right definition of 
money is to possess the key to the “right ’’ monetary policy, 
while on the other hand controversy on empirical problems, 
which by reason of the multiplicity of factors involved admit of no 
general solutions, acquires the character of an unbridgeable 
“ logical’ contradiction.! 

In the discussion of other economic concepts, particularly those 
of interest on capital and entrepreneur’s profit, the question of 
their ethical justification comes in to make confusion worse con- 
founded. If we keep each set of problems strictly separate, we 
can show that the “irreconcilable” differences between one 
methodological approach and another—each of which is sup- 
ported by pseudophilosophical arguments and thus acquires the 
appearance of absolute validity—are merely greater or smaller 
differences of opinion concerning the pragmatic value of particular 
methods of investigation within the sphere in question—provided 

1 The relation between the economic and the “ legal ” conception of money can 
easily be deduced from what we have said. But that is a question into which we 
cannot go, since it would require far-reaching discussion of the nature of scientific 


concepts in general. Nor can we analyse more closely here the important distinc- 
tion between money and substitute money. 
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one leaves out of consideration as theoretically irrelevant the 
divergence of the “ Weltanschauungen ”’ behind them, which are 
generally defended so passionately and with such controversial 
bitterness. With the knowledge now at our disposal we can see 
that in these controversies a great part is played on both sides by 
pure epistemological fallacies. When they have been cleared out 
of the way methodological analysis simply has the task of determ- 
ining what significance the points at issue have in scientific 
practice, i.e. what differences in the actual methods of investiga- 
tion result from holding the one or the other view. This is the 
whole theoretical significance of the differences in question and 
the methodological controversy can only be settled in the last 
resort according to the fruitfulness of the one or the other method. 
They have already lost much of their point now that the weakness 
of the pseudophilosophical arguments on both sides has been 
demonstrated. 

A good example is the controversy between the analytical and 
the historical method. The analytical school sets itself the task of 
finding exact laws of economic activity, which shall permit of no 
exception, while the historical school asserts that there are no 
such things as economic laws, but only rules or tendencies which 
must be derived from the historical data. 

Now, logical analysis shows that there can be no question of 
laws at once empirical and irrefutable. Every proposition which is 
concerned with facts, and can, therefore, be confirmed by facts, 

can also be refuted by facts. Where there seem to be irrefutable 
laws of this kind it is generally, as we have seen, a case of conven- 
tions and methodological postulates and the conclusions which 
can be deduced from them are propositions which contain no 
affirmations regarding the course of events. There is no absolute 
distinction between empirical laws on the one side and mere rules 
or tendencies on the other. The difference is only one of degree. 

But to grasp this principle is only the starting-point for closer 
analysis. The next step is to realise that the hypothesis of exact 
empirical laws had a definite prototype in mind, namely, the laws 
of mathematical physics. Though it now transpires that these 
laws are not exact in the strictly logical sense, yet they do permit 
the making of prophecies with a much greater degree of certainty 
and accuracy than is possible in the social sciences. The task, 
therefore, presents itself of describing precisely what ‘“‘advantage ” 
the laws of abstract natural science have, and on considering 
which of them are shared by given laws of social science, or could 
with some degree of probability be expected from new laws, based 
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on the consistent application of a given method. We shall then 
have some guide to the question what degree of abstraction we 
should aim at in our laws and accordingly what method of investi- 
gation promises to be most appropriate. 

We have seen that the epistemological fallacy of the analytical 
school lies in its conception of empirical law. The cardinal mistake 
of the historical school consists in the belief that it is possible to 
deduce rules of any kind from concrete historical data without the 
assistance of abstract theoretical hypotheses. Not only is sucha 
thing impossible, but the selection of the data themselves requires, 
particularly in the choice and evaluation of sources, far-reaching 
general assumptions which on closer analysis are revealed to be 
far from “ self-evident.’’ We can say, to sum up briefly, that in 
the controversy in question the analytical school has misunder- 
stood the nature of law, the historical school the nature of historical 
fact. 

In this connection one fallacy in particular regarding the nature 
of induction, which has been radically refuted only in our own time, 
has had a disastrous influence, namely that which regards it as 
drawing universal conclusions from particular premises. Once 
it is clear that in the strict sense reasoning from the particular to 
the universal is impossible and that every induction implies a 
major premise, of which the thinker in question is generally 
unconscious, then the rigid distinction between deductive and 
inductive method in empirical science disappears and the methodo- 
logical difference which remains between the analytical and his- 
torical schools is only a difference of opinion as to the level of 
abstraction at which investigations are to be conducted, the degree 
of generality of the laws to be established and the type and extent 
of verification from particular facts to be undertaken. These are 
methodological questions of fundamental importance, but they 
cannot be settled a priori by philosophical reflection. When both 
parties have grasped this, they may, perhaps, be persuaded to 
pay more attention to their opponents’ concrete arguments, i.e. 
those which are based on heuristic considerations. 

The quarrel between the analytical and statistical schools is 
similar. The statisticians have failed until recently to realise that 
in constructing their curves they utilise not only empirical data 
(which cannot do more than yield a finite number of points), but 
also general assumptions as to the simplicity of the curves. They 
have also failed to realise that to select certain groups of facts 
for statistical comparison in abstraction from all other co-existent 
groups presupposes some theoretical principle of choice. The mod- 
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ern theory of probability has done good work in making these 
concepts clear and among the statisticians themselves the con- 
viction is more and more gaining ground especially under the 
influence of Tschuprow? and his school, that statistics needs a 
theoretical foundation. 

One reaches similar conclusions if one reflects on the results 
already achieved by the mathematical method in economic science 
and on those which may reasonably be expected from it in the 
future. In this connection two assertions of principle must be 
made: the first is directed against an epistemological fallacy 
frequently encountered among the supporters of the mathematical 
method in economics, and the second against the typical fallacy 
of their opponents. 

The first assertion runs: no mathematical proposition as such 
contains any statement regarding reality; it is, therefore, not 
possible to reach apodictical conclusions about the course of econ- 
omic events with the help of the exact mathematical method. 
Einstein’s dictum? that “in so far as the propositions of mathe- 
matics refer to reality they are refutable, and in so far as they are 
irrefutable they do not apply to reality,” is no longer open to 
doubt and it is just as applicable to economics as to physics. On 
the other hand, there is no sphere of reality which cannot in 
principle be investigated with the help of the mathematical 
method. It is not necessary that the phenomena to be investi- 
gated shall be themselves measurable, since as we have already 
argued, the chief part of the investigation can be conducted at a 
level of abstraction far removed from them. The mathematical 
method can neither be shown “ on philosophical grounds ”’ to be 
the only scientific method in economics, nor can it be rejected on 
other philosophical grounds as in principle inadequate. One can 
only try by careful analysis to get evidence as to the extent of its 
usefulness. The controversy regarding the value of the mathe- 
matical method in economics refers by the way almost exclusively 
to the infinitesimal calculus, for no one questions that at least a 
money economy implies calculation in the ordinary sense. 

Here we must break off. Further observations on the problems 
here discussed are to be found in my two articles already referred 
to. These problems will be dealt with systematically in my book 
Methodenlehre der Sozialwissenschaften, which is to appear next 


year. 
1 His most important work is Die Grundbegriffe und Grundprobleme der K. orvela- 


tionstheorie, Leipzig, 1925. , 
2 Geometrie und Evfahrung, Berlin, 1921, p. 3. 
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Underconsumption 


An Exposition and a Reply 
By J. A. Hopson 


In a modern economic system the productive powers of capital and 
labour are applied to making (x) consumption goods, (2) replace- 
ment goods, (3) new capital goods, in a right ratio. This ratio will 
be continually changing with changes in consumers’ tastes and 
demands, with technological improvements, etc., but at any given 
time there will be a true equilibrium, a right proportion of 
productive energy directed along these three channels. That 
ratio will be governed by an intelligent anticipation of the 
use of the money incomes continuously distributed to the 
owners of the factors of production, as wages, interest, profits, 
rents, salaries. These incomes are grouped in selling prices for 
the three classes of product, and are sufficient to buy all products. 
These “‘ payments ”’ are the gross income of the community. After 
deducting the income spent on replacement (commonly furnished 
out of reserves), the net income is spent on consumption goods, or 
is saved and invested in the purchase of new capital goods. The 
net real income thus consists of new consumption goods and new 
capital goods: the net money income of the costs of making such 
goods. Consumption goods are produced in such kinds and 
quantities as it is expected will be bought without undue delay 
when offered in the market. New capital goods are similarly 
produced in such kinds and quantities as it is expected will be 
bought without delay by the savings of investors.1 Orders for 
such goods will in many cases express this expectation and direct 

} An element of secret or forced savings must also be taken into account. Any 
increase of ‘‘ credits ’’ granted by banks to business customers, in order to meet 
increased running expenses, in the shape of wages or purchase of materials, etc., 
is an addition to the money income of the community which alters the proportion 
between spending and saving. Its direct effect is to raise the prices of consumption 
goods and raw materials, and to cause an increased quantity of productive power 
to go into the production of such goods. By raising prices it takes some of the 
consumption goods which the current wages of formerly employed workers would 
have bought, and converts them into the real wages of newly employed workers, 


while by forming an increased demand for raw materials it furnishes wages, rents, 
interest and profits in businesses that produce such materials. 
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their production. The purchasing power for both consumption 
and capital goods will be vested in the current income, i.e. the 
costs distributed in payments for the use of the factors of produc- 
tion. In a rightly balanced economic system there should be no 
lack of effective demand for either class of production and no 
undue delay in its application. If all the productive work done 
within a year, or other short period, were available for purchase 
by the income distributed in respect of it (its costs), the process 
would be simplicity itself, money income being continuously 
translated into the real income it represents. 

But, since the processes of producing many kinds of goods, con- 
sumable or capital, take a considerable time, the income distri- 
buted in “ costs” during any year, or other short period, if spent 
without delay, will purchase products a large part of the “ costs ” 
of which fell within an earlier period. 

How does this affect our problem? Not at all, if the right ratio 
between spending and saving (the making of consumption and of 
capital goods) is unaltered. An increase of production and corres- 
ponding increase of money income would cause no disequilibrium, 
if the proportion spent and saved remains the same. If increased 
production were due to improved technique, so that “ cost ”’ per 
unit of the product was reduced, no trouble would arise, since the 
same money income as before could buy more consumption and 
capital goods at lower prices. A slow fall in price level, due to 
reduced costs, would not cause dislocation if the net general 
incomes were applied in the same ratio as before to consumption 
and capital goods. 

Under such conditions the fact that the goods purchased this 
year were made in large part by work done and paid for last year 
would only signify that the prices paid for them had not sunk as 
much as they would sink next year, when more of the processes of 
production had come under the cheaper technique. More goods of 
both classes could be bought this year by the same volume of 
income: next year a still larger quantity of these goods could be 
bought. 

This would be the situation on two assumptions. First that the 
new productivity had not altered the proportion of the general 
income applied respectively to consumption and to capital goods. 
Secondly, that no changes in supply of “ money” altered the 
distribution of purchasing power and so upset the ratio between 
spending and saving (or investment). 

Now on the face of things it would appear that the new increase 
of productivity through improved plant or power would require 
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increased quantities of money savings and that this increased 
saving would be furnished from the larger profits due to the 
increasing productivity of the improved technique. When new 
inventions are rapidly displacing old, and when machinery is 
rapidly “ economising’’ labour, as in many agricultural and 
mining processes, not merely will the average ‘‘ costs’ per unit of 
a final product be less than previously, but a larger proportion of 
the reduced “ costs ” will be replacement charges and interest and 
profit in respect of the relatively greater part played by capital in 
production. This would seem to involve an increasing proportion 
of saving (and investment) to spending. There is, however, a 
counter-consideration. There will be cases where the increased 
productivity of new plant, or new materials or methods of produc- 
tion does not involve a more costly but a cheaper apparatus. A 
machine costing £1,000 to-day may displace one costing the same 
sum ten years ago, but the new machine may have an output, with 
the same or smaller labour cost, six times as great as the old 
machine. In our new power-revolution this is frequently occur- 
ring. Indeed, it is evident that a large part of the displacement of 
labour is attributable to this new economy of capital. 

Though the monetary saving represented by the instalment of 
the new machines must be reckoned at £1,000, minus any value 
attributable to the scrapped machine it displaces, the real saving 
as represented in the productive power of the new machine is much 
greater. The process of such replacement clearly affects the ques- 
tion we are considering, the right ratio of saving to spending. 
Having regard to this concealed saving and to the fact that a 
smaller amount of money saving invested in modern plant may 
represent a larger productivity of capital, we cannot assume a 
priort that the increasing part played by machinery and power 
requires an increase both in the volume of saving and in its ratio 
to spending. 

If this increased productivity, or réduced costs per unit of 
production, were operative fully and speedily through the various 
marketing processes, so as to be represented in a corresponding fall 
of retail prices, it might seem that, as the whole gain passed in 
lower prices to consumers, there would be no disturbance between 
the earlier ratio of saving to spending. But this assumes, first, 
that the new productive powers are fully utilised by the controllers 
of industry, and, secondly, that workers as a body will get the 
same proportion of the enlarged ‘“‘ real’ income as before. 

Now neither of these assumptions is warranted. If free com- 
petition existed among the businesses in all the industries where 
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the higher productivity was available, and if the new technique 
was equally available for all competitors, the output would be so 
enlarged as to hand over to the consuming public in lower prices 
the chief result of the productive economy. Not, however, neces- 
sarily, the whole result. For the installation of the new machinery 
by all the competing business might be limited by a rate of output 
which reached the “ satiety” point in consumption. But though 
this issue may not arise, another does. If one or a few businesses 
got early access to the improved technique, it is their obvious 
interest to come together, and, after underselling the more back- 
ward firms or forcing them to come to terms, to make a cartel or 
some price agreement, based upon an estimate of the output to be 
marketed at a price that will yield the maximum profit. For this 
purpose they will restrict the use of the new productivity. 

This policy will have its necessary reaction upon the consuming 
power of the workers. If the new productive powers had free run, 
and the industry increased its output to the full, the elasticity of 
demand might have been such as to involve no reduction in the 
number of employees. Various English manufacturing industries, 
with rapidly expanding markets during the Industrial Revolution, 
bear testimony to this truth. 

If industry in general thus applied fully the new economies of 
production, the fall of prices might place not only an increased 
quantity but an increased proportion of the real income in the 
hands of the workers, whose expenditure on consumption goods 
turned out by these cheaper methods would maintain in full 
working the capital and labour in the various productive processes. 

There appears to be a whole school of economists which thinks 
that laissez faire, free competition, and mobility of capital and 
labour, are still operative forces strong enough to secure this 
result. If they are confronted by a situation, like the present, 
which seems to contradict their theories, exhibiting a general 
hold-up of productive forces, not in one trade but in most, not in 
one country but in most, they fall back upon the particular male- 
ficence of post-war financial and trade disturbances for their 
explanation. But though post-war political and financial troubles 
have manifestly played their part in impeding traffic and destroy- 
ing confidence, these disturbances cut across and blur the outlines 
of the real issue, which, had there been no war, must have matured 
at an even earlier date. The vast destruction of material resources 
and the withdrawal of immense bodies of producers during the war 
temporarily turned the economic balance in the direction of over- 
spending, and it took several years after the war to recover the 
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state of over-saving which was already apparent in 1914 and which 
was then threatening to flood the world with unsaleable goods. 
Only when the new productive powers had time to spread through- 
out the “‘ civilised world ’”’ and to exhibit actual or potential rates 
of output which brought down the world price-level for most foods 
and raw materials to a point which failed to cover costs of produc- 
tion, did the true character of the disequilibrium between spending 
and saving disclose itself. Those who impute to the growth of 
tariffs and other instruments of economic nationalism the chief 
blame for our troubles commit the radical error of mistaking effect 
for cause. Though considerations of political pride and military 
safety doubtless played some part in inciting nations to attempt 
economic self-sufficiency, the chief impelling reason for raising 
tariffs and placing other obstacles in the way of imports was the 
growing difficulty of finding markets abroad in order to maintain 
the new productive plant whose products could not find a sufficient 
home market. Each nation, by keeping out foreign goods that 
could undersell its own, helped to build up a system of trade and 
financial obstructions that was detrimental to the full use of the 
productive resources of the world by limiting the economy of 
“ division of labour.’’ But if these impediments had not been 
placed on world productivity, production would have advanced 
still further ahead of consumption. For complete world free trade 
under existing conditions, while greatly increasing the potential 
productivity of the economic system, would furnish no adequate 
security for a more equal distribution of income, so as to preserve 
a true equilibrium between spending and investment. 

Free trade, if accompanied by free mobility of labour and 
exploitation of backward countries, would tend to place a 
larger proportion of routine and unskilled labour upon low- 
waged workers in such countries as China, India and Russia. 
Capital would earn higher rates of profit from this use of low-waged 
labour, and though it might pay to raise the wage rates so as to 
secure more efficiency and a larger purchasing power for Western 
manufactures among these backward populations, the net effect 
would probably be to distribute the aggregate income more 
advantageously to capital, less to labour. Though the great 
increase of total productivity might yield an increase of products 
which gave to the workers in the world a somewhat higher standard 
of living, the distribution of the total income might be such as to 
disable the economic system from working at its full productivity. 
Unless some general international agreement on a shorter work- 
day could be reached, the machinery of production would con- 
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stantly tend to increase the output faster than the growth of 


effective demand, and gluts, stoppages and unemployment would 
recur. 


But though there is to-day a wide acceptance of the view that 
the slowing-down of the machinery of production is due to under- 
consumption in the sense of an insufficiency of effective demand, 
many of those who accept this view refuse to relate this situation 
to a disequilibrium between spending and saving due to a mal- 
distribution of income. Such a disequilibrium seems to them 
impossible. For, in the first place, they hold that there is no such 
right ratio between spending and saving, as is here assumed. 
Secondly any tendency towards excessive or deficient saving 
would be checked and rectified by the operation of economic laws. 
Even at the present time there are those who trace the trouble to 
a disequilibrium between the different classes of investment, too 
much capital put into certain post-war industries, too little into 
others. If you ask “‘ what others? ’”’ you are pointed out various 
industries which require reconditioning with improved modern 
technique and cannot get the requisite capital. This reply is, of 
course, quite unconvincing at a time when increasing quantities of 
uninvested capital are in the banks available for this work of 
reconditioning provided that the industries in question can show 
that the reconditioning will so lower their “‘ costs” that they will 
be able to market their enlarged and cheapened output at a profit. 

Why is it so difficult for those who admit that disequilibria arise 
from time to time in the distribution of new savings among © 
different industries to allow the possibility of the broader dis- 
equilibrium between spending and saving? Well, there are certain 
obvious explanations of this state of mind. Apart from the 
emotional value attached to “ thrift ” as the distinctive economic 
virtue (a view quite intelligible when capitalism was in its early 
stage and all saving could be put to obviously advantageous uses), 
there is the fact that the possibility of oversaving is a recent 
problem. During the greater part of last century, not merely any 
individual but any nation could save and effectively employ as 
capital any proportion of its income thatit might choose. Upto the 
’seventies and even later, this country could profitably export and 
employ abroad any savings in excess of what could be employed 
at home. Even when Germany, America and other countries, 
equipped as well as we, began to use their surplus capital largely in 
the development of backward countries, there was sufficient scope 
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for all of us. But now that much of this early development work 
is done, and that other countries in Europe and Asia are taking on 
modern machine production with its new technique of accelerated 
productivity, while political and social disturbances cripple trade 
with great backward countries such as China, India and Russia, 
the limits imposed upon effective saving become manifest. 

Any man or any group of men may save and invest as large a 
proportion of their income as they choose, but all men, the econo- 
mic system as a whole, cannot. Even this statement will be 
contested. Saving means a sacrifice of present consumption, in 
order to furnish the material means which will enable production 
and consumption to be greater at some future time. Now just as 
an individual might be willing to stint himself during his active 
working life, in order to provide for a comfortable age of retire- 
ment, so it is conceivable that a whole community might be so 
deeply concerned for posterity that they would submit to an 
ascetic life in order that their grandsons might live in luxury. But 
what are the assumptions that underlie such illimitable saving ? 
First, that men will prefer the satisfaction of their unknown 
descendants to their own and will yet deprive those descendants 
of the need for carrying on their own altruistic conduct. Secondly, 
that they are able to predict what will be the capital requirements 
of future ages in different areas, having regard to changes in 
production, transport and other economic apparatus. Thirdly, 
that they can predict the needs and tastes of their posterity. But 
it is unnecessary to labour the point, that having regard to these 
emotional and intellectual factors, there must at any given time 
be a limit to the proportion of the general income that can 
advantageously be saved for useful investment. 

The corollary follows that if there is any normal tendency to 
exceed this limit, such disequilibrium between spending and 
investment must cause stoppages, unemployment and waste. But 
why, it will be urged, should you assume that any tendency to 
such excess exists ? 

In a consciously planned economy, that of an isolated pioneer 
family or of a communist group, no such disequilibrium should 
occur. The pioneer family would apportion its working time and 
energy to the production of immediately consumable goods and to 
capital goods in the shape of seeds, tools, soil improvement, roads, 
etc., by a rational calculation of the present and prospective 
utilities of their various products. Mistakes would occur and be 
corrected by experience. But the balance between production of 
consumptive and capital goods as a whole would be as carefully 


1933] UNDERCONSUMPTION 409 


planned as the balance between the different activities which 
contributed to these two classes of products. So with the planned 
economy of a community. Its governing body would apportion 
its available labour, land and capital, in accordance with a plan, to 
produce consumptive and capital goods of different sorts in 
predestined quantities, having regard to the calculable present 
and future requirements of a perhaps increasing population. 
Grave errors might occur by miscalculation of the processes of 
production, or of the amount of present privation which workers 
would undergo for the benefit of the coming generation, as is 
evident in Soviet Russia to-day. But a consciously planned 
economic system which took due account of the human incentives 
to the performance of the different sorts of productive activities 
would show no natural or normal tendency to the cyclical fluctua- 
tions which carry so much waste owing to the stoppage of large 
quantities of capital and labour. There would, in other words, be 
no tendency towards the excessive creation of capital goods from a 
diversion of too much capital and labour into the making of these 
goods, with the subsequent wastage from their non-employment. 

But it will be objected: “‘ You speak of a planned economic 
system as a security against disequilibrium of spending and 
saving. But the price system in our economic system furnishes the 
needed security.- Applied to our particular problem, it distributes 
productive energy between the making of consumptive and the 
making of capital goods (spending and saving) by fluctuations in 
the rate of interest which is the price of saving.” 

Perhaps the most common refutation of the charge that over- 
investment is a cause of depression is that over-investment would 
signify a zero rate of interest. So long as interest is offered for 
investment capital, the presumption must be that this capital can 
be utilised in reducing the “ costs ”’ of production so as to sell goods 
ata profit. Professor Robbins relies upon this argument.' “‘ When 
the total volume of accumulation is small, the increase of produc- 
tivity—that is the reduction of costs—due to an additional incre- 
ment of investment, will be relatively large. When the total volume 
of accumulation is great, other things having remained the same, 
the increase will be relatively small (Law of Diminishing Returns). 
But until the rate of interest which depends upon the difference 
between prices and costs in different stages of production falls to 
zero, we are not entitled to say that the increase of productivity 
has ceased ; that is to say that the gap between costs and prices 
has been obliterated.” 


1 ECONOMICA, p. 422. 
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Since during the deepest depression some new investment takes 
place at a rate of interest above zero, that fact seems to Professor 
Robbins a sufficient refutation of the charge that over-saving and 
over-investment have been taking place. But in an economic 
system so plastic as ours, alike in the technique of production and 
in change of tastes, there will always, even in the deepest depres- 
sion, be some opportunities for profitable investment. This fact 
does not refute the charge of excessive saving, which is testified by 
the amount of idle capital on deposit. For why does not this idle 
capital beat down the actual price for invested capital to zero ? 
There are several contributory answers to this question. One is 
that in depressed times the few opportunities for profitable 
investment are kept in the hands of a knowledgeable group who 
prefer to find a profitable use for a limited amount of their own 
capital than to admit a flood of outside capital at a lower rate. 
That free competition which Professor Robbins desiderates does 
not operate. Secondly, the maintenance of a low positive rate of 
interest for new capital in depressions contains a payment for risk 
often so large as to cover or exceed the interest. The British 
capital invested in new issues in 1928 is a case in point. Most of 
this capital, subscribed to bogus or wildcat schemes, disappeared 
within three years’ time. Thirdly, the urgent needs of Government 
for long- and short-term loans enabled much saving that was 
superfluous for genuine economic investment, to find a temporary 
occupation through banking investments. These government 
borrowings were, of course, mainly attributable to the depressed 
conditions of state finance, of tax revenue and of foreign trade, 
which were themselves the registers of under-consumption and 
unemployment. 

Professor Robbins makes a point of “ the stubborn fact that 
perhaps the obvious and invariable concomitant of the break in 
prosperity is not the lowness of interest rates but their rise ” 
(p. 423). When the inability to market consumptive or capital 
goods at profitable prices brings about a fall of prices which 
definitely checks production and shows signs of a general collapse, 
the rise in rate of interest both for business loans and for invest- 
ment capital is a natural result. It does nothing, however, to 
refute the view that over-saving and over-investment had been 
taking place. After the “ break in prosperity ’’ has passed into a 
long and deep collapse, the low interest testifies to the abundance 
of investment capital and bank credit available for any enterprise 
which can show the probability of working at a profit. 

“ A fall in the rate of interest,” says Professor Robbins, ‘‘ makes 
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possible all sorts of enterprises hitherto unprofitable. Why then 
should it be regarded as a cause of depression? ’’? Now I am not 
aware that anyone has charged a low rate of interest with being 
a cause of depression. It is quite manifestly a result, or if one pre- 
fers, a concomitant of depression. But it does not ‘‘ make possible 
all sorts of enterprises hitherto unprofitable.” Though cheap 
investment money and cheap bank credits are helpful when for 
other causes recovery begins, experience shows that until definite 
signs of recovery have appeared in the shape of rising prices and 
increased orders, cheap money has very little influence in promoting 
recovery. So likewise when trade is good and prices rising, dear 
money has little influence in checking production. 

Indeed, in Professor Robbins’ reckoning, it is difficult to see why 
cheapening of capital or of credit should have any influence in 
promoting recovery. For he does not seem to regard interest as a 
cost. He holds that the rate of interest ‘‘ depends ultimately upon 
the difference between prices and costs in different stages of 
production.”’. Now an unprofitable industry can only become 
profitable (interest paying) if there is a margin between costs and 
prices. This margin may come from lower costs or higher prices. 
But whether rate of interest be a “cost” or a payment out of 
“ profits,’ it quite evidently cannot be assigned the determinant 
point accorded to it, as a regulator of production. 

Holding this view of the part played by rate of interest in 
regulating industry, Professor Robbins might have been brought 
to the conclusion that no disequilibrium was possible between 
spending and investment, i.e. between production of consumptive 
goods and production of capital goods. For if there were a ten- 
dency to upset the balance this would be checked by a relative rise 
and fall of interest in the two classes of production. But Professor 
Robbins is not content to repudiate the belief that trade depression 
is due to under-consumption. He affirms the opposite. “ There 
is,” he says, ‘‘ considerable reason to believe that the coming of 
depression is due to the fact that consumption has become 
excessive in relation to the productive operations to be carried 
eut..* 

The brief contribution made by Professor Robbins to a positive 
theory of the causation of depressions is more fully expanded in 
Mr. Durbin’s little book Purchasing Power and Trade Depression. 
Both appear to hold that the trouble is initiated by the supply of 
what Mr. Robbins terms “ forced saving” into the investment 
system. This “ forced saving” is usually termed inflation and 
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takes the shape either of note-printing or credit creation. This 
addition to ordinary savings from income means that increased 
quantities of capital and labour will be applied in those industries 
where the “‘ forced savings ’”’ raise prices and so stimulate indus- 
trial activity. Now these industries, so runs the argument, will be 
the constructional industries and other industries directly sub- 
sidiary to their requirements. For, according to Professor Rob- 
bins, “‘ the entrepreneurs who are prepared to initiate those time- 
consuming, long-lasting processes of investment ’’ were previously 
prevented from getting the requisite capital because of the high 
rate of interest. As new cheap money passes into those industries, 
the prices of certain raw materials and machines employed in them 
will rise and more labour will flow into their production. But as 
the new spending power gets into general circulation more of it 
will pass into the purchase of consumers’ goods. This will reverse 
the original result, the profitability of producers’ goods. The 
producers of consumers’ goods and their distributors will bid for 
the new money and wages will rise in all industries, involving a 
general rise in labour costs. This rise of labour costs will now make 
unprofitable those trades which had profited by the first supply of 
inflation. A new dose larger in amount will be required to prevent 
collapse. This can’t go on for ever. Hence an inevitable collapse 
from the temporary boom in the constructional trades, the prelude 
to a general depression. 

Now, as I understand this argument, it hinges upon the con- 
tention that the new profitability brought about in the production 
of capital goods by inflation is sapped by the rise of wages in these 
and other industries which in time draws into the production of 
consumptive goods the bulk of the new money, so that the old 
insufficient proportion of saving to spending is again restored. 
The assumption is the strange one that there is a normal tendency 
towards over-spending and under-investment, which is tem- 
porarily met by a subsidisation of saving and investment but 
yields to the forces which make for excessive wages and excessive 
consumption. A most unsatisfactory defence for a capitalist 
system, unless it means that capitalists as a body ought to com- 
bine more closely and successfully to keep down wages. For it is 
clear that too high wages are the fons et origo malorum! 

There is, however, some difference in the presentation of that 
case by Professor Robbins and Mr. Durbin. According to the 
former the constructional industries were crippled of their proper 
growth by a high rate of interest and were recuperated by the dose 
of inflation. But Mr. Durbin finds in this process an over-invest- 
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ment by which there is a permanent surplus capacity in the capital 
goods industries which is always available for increased capital 
production and which strongly predisposes the whole system to 
fluctuation. Putting it otherwise, ‘‘ There is, so to speak, a 
‘ bulge ’ in the real structure of production, a surplus capacity in 
certain types of industry which is very likely to be filled out, or 
taken up, by the very least impulse to inflation.”2 Here is an 
admission of over-investment as a cause of crisis, collapse, depres- 
sion. For there is no evidence of insufficiency of capital in other 
than constructional industries. But this ‘“ over-investment ’’ is 
not attributable to over-saving or investment of those parts of the 
net income which are unspent, but entirely to the pumping in of 
doses of inflation. Now is this a satisfactory or even a plausible 
account of what takes place? Why is it necessary to evoke this 
inflation of money? If there is in the normal distribution of 
income, as I hold, a tendency to save and invest a larger proportion 
of the income than can and does find profitable employment, here 
is a sufficient explanation of what happens. It is perhaps reason- 
able to expect that such excessive savings will be predominantly 
invested in basic industries of more permanent utility and less 
subject than the final industries to fluctuations of demand. 

If, as I contend, the amount of saving and its proportion to 
spending are not under any reasonable regulation by which any 
proper balance is assured between present and future values, but 
that saving consists largely of an almost automatic storage of large 
surplus elements of income, no inflation need be involved. Nor is 
there any ground for supposing that successive doses of inflation are 
in fact applied to the constructional industries. There is no ground 
for Mr. Durbin’s assumption that investment capital is normally 
furnished by “ inflation.”’ That capital represents the unspent 
portion of the general income, and the plant and other capital 
goods it buys are the product of the capital and labour currently 
applied to make production goods in anticipation of their purchase 
by these investments. In this and most other countries banks do not 
normally create money to finance investments on their own account. 
Though they often assist in floating new issues, portions of which 
sometimes lie on their hands for the time being, and occasionally 
advance money to known customers for the purchase of shares 
which these customers cannot buy out of their immediately 
available resources, these bits of inflation, if such they be, are of 
purely temporary operation and do not imply a lasting addition to 
the voluntary savings by which investment is effected. In certain 
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countries, e.g. Germany and the United States, banks use some 
bank-made money for investment purposes, though even then the 
normal course is to unload them upon the outside investing public 
as soon as this can be done profitably. Mr. Durbin’s attribution of 
the excessive plant found in constructional industries to inflation 
for investment rests on a mistaken idea of the part played by 
bank-made money. In the working of our capitalist system the 
two chief parts played by the banks are to hold the money savings 
of their customers for investment, and to advance money through 
loans and overdrafts for the running expenses of businesses. It is 
in this latter, not in the former function that inflation plays a part. 
Strictly speaking, all bank-loans or overdrafts may be classed as 
inflation, additions to the volume of purchasing power representing 
incomes. But the term is usually applied to such increases of 
credit as do not immediately stimulate a corresponding increase of 
goods and, therefore, cause a rise of the price level. If this rise of 
prices evokes a corresponding increase in output of goods, the 
temporary act of inflation is said to be cancelled. It is this sort of 
inflation that seriously counts in the trade cycle. When trade is 
on the upgrade and prices and profits are rising, every business 
striving to expand its productive activity seeks an enlargement of 
credit from the banks for its larger running expenses, or in the case 
of merchants for purchasing and holding larger stocks for an 
anticipated further rise in prices. If this process halted as soon as 
full employment of productive resources was reached, all might go 
well, provided consumers were able to purchase the growing 
volume of consumers’ goods. But in each boom, the financing of 
the purchase and holding both of stocks of goods and of share 
purchases in expectation of a further rise is conducted by bank 
advances made regardless of the fact that those advances can only 
operate in a gambling game such as was exhibited in America in 
1929 when values of stocks and shares were artificially boosted to 
heights that had no relation to the earnifig capacity of the produc- 
tive resources they represented. When this over-supply of bank 
money (inflation) both for running expenses and for speculation is 
found to be inoperative for further stimulation either of production 
or of prices, and a slump of prices both in the industrial and 
financial markets begins, the sudden calling in of banks loans 
notoriously acts as the accelerator in the downward process, 
forcing customers to realise their holdings on a falling market. 
But even if it were true that inflation took the form of capital 
investment, why should it flow into constructional businesses in 
any different proportion from the flow of actual savings? There 
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may well be a tendency of voluntary savings to flow excessively 
into constructional businesses, if industries concerned with making 
consumptive goods are more easily seen to be amply supplied. 
The “ bulge ” would thus be explained without involving a sort of 
inflation which is not wanted and does not occur. 

Professor Robbins and Mr. Durbin are agreed that this over- 
investment of “forced savings” in the constructive industries 
must, if possible, be stopped. But neither of them suggests any 
practicable way of achieving this object. Professor Robbins holds 
that “the situation can be saved only by such an increase of 
voluntary saving, i.e. a diminution of consumption—as will sustain 
the demand for producers’ goods which the artificially lowered 
rate of interest seemed to make it legitimate to expect.”! Now Mr. 
Durbin rightly holds that there is only one way of increasing 
voluntary saving, viz. by “‘ redistributing the income in favour 
of those who save a larger fraction of their incomes than other 
people—that is the rich.’””* This, however, involves cutting wages, 
“a difficult and unsavoury business.” So far as I understand 
certain rather cryptic expressions of Professor Robbins, he would 
agree with Mr. Durbin that wage-cutting would by greater ine- 
quality of distribution stimulate the increased rate of saving in 
which the former finds salvation. That wage-reduction through- 
out the economic system would react injuriously on all productive 
processes by reduced demand for their products is an objection 
that has no purchase upon either mind. Mr. Durbin, indeed, states 
that ‘“ Wage reductions will undoubtedly increase the permanent 
demand for the output of the capital goods industries,’’* though 
how and why this strange result will be attained he does not 
explain. 

“ The other alternative is to reduce the size of the capital goods’ 
industries. This policy involves the maintenance of the existing 
distribution of income and leaving the capital goods’ industries 
to disappear slowly as the old workers die off and the old capital 
wears out and the streams of young labour and new capital move 
into the less unprofitable production of consumption goods.’ 
This Mr. Durbin speaks of as a ‘“‘ slow and painful readjustment of 
the structure of production to a lower rate of capital accumula- 
tion.”® It is difficult to understand what this alternative means. 
Firstly, if the existing distribution of income continues, why should 
any such readjustment occur at all? Secondly, if it is so slow as 
he suggests, why should it be “ painful”? Thirdly, why should 
he regard this transfer of capital and labour to production of 
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consumption goods as involving any “lower rate of capital 
accumulation’? For there is another alternative which would 
not diminish the volume of capital accumulation. If a more equal 
and equitable distribution of income led, as it would, to a reduced 
proportion of saving to spending, it would almost certainly validate 
a larger amount of saving. This would be both possible and desir- 
able, because the small proportion of saving would be fully and 
continuously employed in supplying the increased demand for 
consumers’ goods. The larger waste of unemployed capital goods 
visible in each depression could not then. occur. The larger 
demand for consumers’ goods would chiefly take shape in increased 
sales of standardised commodities produced by machine methods 
and more regular in its character than the demand for goods 
where taste and fashion play larger parts, as in the expenditure of 
the rich. The other effect of a more equal distribution of income 
would be an increased demand for leisure. The long bouts of 
excessive leisure for a large proportion of the workers in periods 
of depression would be distributed in a regular policy of shorter 
hours for the whole working population, a double gain, first in 
human costs of production, secondly in larger opportunities for 
free personal activities and enjoyments. 

Such a policy cannot, however, emerge from an economic 
system based on the supposition that order and security can be 
maintained by apportioning work and its products according to 
the respective economic “ pulls ’’ of the separate persons engaging 
in industry, with no attempt at any conscious planning of this 
co-operative system as a whole. 


The under-production and under-consumption of a trade 
depression are the plain register of certain “ irrational ”’ factors in 
the operation of the economic system. These irrational factors 
consist of the rents, surplus profits, 4nd chance gains, which as 
income not merely are not necessary to evoke or sustain useful 
human efforts, but which actually repress them. This ‘“‘ unearned” 
gain from economic force or chance, irrational in origin, is irra- 
tional in its use. For most of it is an addition to the income of 
those who have already a sufficiency to supply the necessaries and 
comforts of their standard of living. Such increments might, of 
course, be squandered in luxurious and wasteful living. But a 
large part of them is not. There is a satiety point in most standards 
of high living. Income beyond this point is saved, not by any 
deliberate calculation about present and future consumption 
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values, but as an almost automatic process. The great accretions 
to capital in “ good times” thus proceed by large sums put to 
reserves and large savings of superfluous incomes by the rich. 
This irrational element in distribution carries its irrationality into 
its investment activities which are based on no reasonable calcula- 
tions of the net effect of this saving, proceeding from a number of 
separate unknown sources, upon the total productive power of the 
future in relation to the rate of consumption. So long as the 
excessive application of capital and labour to the productive 
industries continues, the malady does not show itself. Employ- 
ment and wages are sufficient to maintain a high demand upon 
final commodities and the wasteful accumulation of productive 
power in the instrumental industries is not yet visible. But as soon 
as the failure of sufficient orders from the merchants and the 
higher-up manufacturers, with price-cuts in the sales, attests this 
excess of capital in the lower regions of capitalism, the flow of rich 
men’s savings into these channels stops, and since every regular 
trade is amply supplied, the surplus savings have only two chances 
before them. They can employ themselves by investment in 
speculative new enterprises, mostly rotten, or in gambling with 
stocks and shares, handing over surplus income to others who will 
squander it or save it. Those too cautious for such activities leave 
their savings in bank deposits, waiting for better times. When 
this period of under-investment sets in, unemployment spreads, 
the general level of prices falls and the net income from profits or 
other unearned sources falls. Even the profits from retail trade 
which are maintained in the early period of depression collapse in 
time, and the depression reaches a low level in which under- 
saving and insufficient maintenance provision take place. The 
efforts, public and personal, to maintain even a low level of con- 
sumption, with decaying plant and no additional investments and 
credits, must in time react in some stimulation of prices, the first 
step in a “ recovery” which will last until full prosperity brings 
another burst of excessive saving. 


A Reply to Mr. Hobson 
By E. F. M. DuRBIN 


In his article Mr. Hobson sets forth his reasons for rejecting the view, 
common to Professor Robbins’ “‘ Consumption and the Trade Cycle” 
(Economica, Nov. 1932) and my own book Purchasing Power 
and Trade Depression, that industrial depression cannot be due 
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to excessive saving. Mr. Hobson, in refutation of this view, sets 
forth his own position, very much as he has stated it ever since his 
Industrial System was published in 1909. In his present article, 
however, he begins by laying down certain principles which are 
not stated in his earlier work and which constitute fundamental 
grounds of agreement between him and most other economists. 
I should like, therefore, to make plain where I agree with Mr. 
Hobson before I make any attempt to defend my own position 
from his attack. 


I 


Mr. Hobson starts with two propositions about the theory of 
money and saving upon which general agreement among 
economists has now been reached : 


1. That there is an underlying tendency in the normal circula- 
tion of money for net consumers’ income to equal the total cost 
of producing the current output of consumption goods and new 
capital. As Mr. Hobson says : 

“|. . The net real income thus consists of new consumption 
goods and new capital goods: the net money income of the costs 
of making such goods. ... In a rightly balanced economic 
system there should be no lack of effective demand for either 
class of production and no undue delay in its application. . . .” 

This proposition is of importance in refuting the more extreme 
theories of under-consumption to which Mr. Hobson does not 
subscribe. A superficial deduction from it would be that since the 
consumers’ income is equal to the cost of producing consumption 
goods and finished capital goods taken together, the proportions 
existing between these two elements in both sides of an identical 
quantity should not greatly affect final equilibrium—that how- 
ever large a fraction of net income is devoted to the purchase of 
capital goods and however small a fraction to the purchase of 
consumption goods the identity between the total costs of both 
types of output and of the consumers’ net money income will 
remain unchanged. But this apparent corollary Mr. Hobson is 
at pains to deny. He does, however, lay down a second principle 
which is of great importance. 

2. Mr. Hobson states that if the Rate of Saving (defined as the 
fraction of net consumers’ money income spent on new capital) 
is constant it will lead to a slow and steady reduction of money 
costs which precedes and justifies a subsequent decline of prices. 

“An increase of production and corresponding increase of 
money income would cause no disequilibrium, if the proportion 
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spent and saved remains the same. If increased production were 
due to improved technique, so that ‘ cost ’ per unit of the product 
was reduced, no trouble would arise, since the same money income 
as before could buy more consumption and capital goods at lower 
prices. A slow fall in price level, due to reduced costs, would not 
cause dislocation if the net general incomes were applied in the 
same ratio as before to consumption and capital goods.” 

This view is of the greatest theoretical importance, and again, it 
would seem at first sight to follow that its truth is independent of 
the actual or absolute size of the constant rate. If all saving and 
investment reduces costs below prices in the manufacture of 
consumption goods then it surely follows that a high rate of 
saving would reduce costs rapidly and a low rate of saving would 
reduce them slowly, without disturbing the fundamental relation 
between prices falling at one rate and costs falling at an equal 
rate. So far, I believe that Mr. Hobson, Professor Robbins and 
myself would be in complete agreement. 


II 


Mr. Hobson next succeeds in dividing the opposition against 
him because he goes on to assume that the institutions of capitalism 
will turn a constant rate of saving into an increasing rate of saving, 
and that an :creasing rate of saving will destroy the equilibrium 
between prices and costs which a constant rate of saving main- 
tains. Whether or not the rate of saving does tend to rise in a 
capitalist society is a matter for statistical analysis, but the 
argument that general monetary equilibrium cannot co-exist with 
a rising rate of saving is capable of logical analysis. And here I 
should be inclined to agree with Mr. Hobson rather than Professor 
Robbins. As I argued at length in my book,? it does appear to me 
that an increase in the rate of saving, in the absence of off-setting 
changes and in the presence of contracts enduring through time, 
will lead to the appearance of net losses in the production of 
consumption goods, and that this check to confidence will reduce 
the absolute volume of monetary investment. If this happens, it 
follows that an increase in the rate of saving is capable of inducing 
a divergence between saving and investment as defined by Mr. 
Keynes, and may lead to the existence of a general depression 
whose intensity will depend upon the extent to which the rate of 
saving has risen and upon the rate at which existing contracts can 
be revised. 

Mr. Hobson does not seem to be aware that I agree with him in 


1 Ttalics mine. 2 Purchasing Power and Trade Depression, ch. iii, §2. 
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his implicit analysis of the result of an increase in the rate of 
saving, and with the more general proposition that the absolute 
volume of monetary investment varies directly and not inversely 
with the price level of consumption goods. (See p. 403 of Mr. 
Hobson’s article.) Yet I argued at length, in criticism of Dr. 
Hayek’s position, that an expansion in the profits of industries 
producing consumption goods would stimulate confidence and 
would increase the number of capital investments undertaken, and 
so force up the absolute volume of monetary investment. Whether 
this rise in the absolute quantity of monetary investment will be 
accompanied by any increase in the volume of real capital pro- 
duced, or a rise in the proportion of capital goods produced to 
consumption goods, will depend entirely, in my view, upon 
whether or not there are unemployed resources in the capital goods 
industries. If there are factors of production attached to the 
industries producing fixed capital whose monetary supply price is 
above the previous monetary demand price for their services, then 
the rise in the quantity of money spent upon fixed capital will lead 
to an immediate expansion in the absolute physical output of 
capital. This absolute expansion will also be a relative expansion 
if there are no unemployed resources in the consumption goods 
industries and if there are barriers to mobility between the two 
groups of industries. Should these two conditions be fulfilled at 
the same time, the production of real capital will increase before 
the production of consumption goods can rise. All this would be 
acceptable to Mr. Hobson. Hence in so far as Mr. Hobson is plead- 
ing, as he appears to be pleading in the second part of his article 
(page 407) for a more careful control of the relation between saving 
and investment, I should agree with him in a way that Professor 
Robbins would not. 


‘TTT 


Where I disagree with Mr. Hobson is in the use he makes of 
these foregoing propositions and with the fundamental reason 
that he gives for the appearance of cyclical depression and 
unemployment. 

In the first place I disagree radically with the view that the 
analysis of the effect of an increasing rate of saving, however true 
it may be, throws any real light upon the cause of the trade cycle. 
If it were true that it is an increase in the rate of saving which 
causes the crisis in the process of expansion, then there would 
be no escape from the conclusion that the depression must be 
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_ preceded by a steady fall in the rate of expansion in the demand 
for consumption goods and a steady fall in the rate of profits 
made in their production. Now, in fact, that is not the case. 
The depression supervenes at a time when the rate of expan- 
sion in the demand for consumption goods is still on the increase, 
when the general level of profits in the production of consump- 
tion goods is still rising, and when the derived monetary 
demand for new capital is still expanding. It is a familiar fact 
that the profits in the production of consumption goods con- 
tinues to expand for a considerable period after the general 
recession has begun. This is contrary to the expectations of any 
theory which can sensibly be called “ under-consumptionist.” It 
is not the market for consumption goods which actually fails. 

I cannot think that Mr. Hobson has understood the full im- 
portance of the proposition that investment reduces the average 
costs of production. He does not seem aware of the real significance 
of the existence of “ forced saving’ when that forced saving is 
due to the inflation of the consumers’ income by the creation of 
producers’ credits. He writes: 

“. . . Strictly speaking, all bank loans or overdrafts may be 
classed as inflation, additions to the volume of purchasing power 
representing incomes. But the term is usually applied to such 
increases of credit as do not immediately stimulate a corresponding 
increase of goods and, therefore, cause a rise of the price level. If 
this rise of prices provokes a corresponding increase in output of 
goods the temporary act of inflation is said to be cancelled... . If 
this process halted as soon as full employment of productive 
resources was reached all might go well, provided consumers were 
able to purchase. the growing volume of consumers’ goods. . . .” 

This strongly suggests that Mr. Hobson believes that new credits 
associated with expanding production and issued with a view to 

_ stabilising prices are not inflationary. But the significance of his 
own proposition that investment will reduce costs has escaped him 
at this point. If prices are stabilised when costs are falling, then 
profits are necessarily forced higher and higher and a cumulative 
process of inflation will begin which can only be brought to an end 
by a positive deflationary check imposed by the banking system. 
This check to further credit expansion constitutes, in my opinion, 
the only necessary element in the proximate cause of depression. 
But to subscribe to this view of the significance of investment, as 
Mr. Hobson does, is to remove the final operative cause of the 
trade cycle from the realm of under-consumption to that of credit 
expansion. It is not possible for Mr. Hobson to hold that capital 
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construction reduces costs and that price stabilisation policies are 
not inflationary. 

In the second place I am bound to disagree, as Professor Robbins 
disagreed, with the deeper reason which Mr. Hobson gives for the 
existence of unemployment and cyclical depression. I cannot 
understand Mr. Hobson’s reasons—set forth in the last section of 
his article—for connecting the inequitable distribution of income 
and the existence of ‘‘ automatic saving ’’ with purely monetary 
disequilibrium. This is the fundamental ground of dispute between 
Mr. Hobson on the one hand and Professor Robbins and myself 
on the other. It is, of course, perfectly true that the existence of 
inequality in distribution determines the rate of monetary saving 
in modern society. It is also almost certainly empirically true that 
if the degree of inequality were greater the volume of saving would 
be greater, while if the inequality were less the volume of saving 
would be smaller. But this has nothing to do with the view that 
the actual rate of saving set up within an inequalitarian society 
will destroy monetary equilibrium by bringing prices below costs 
in the production of consumption goods. In the same way, 
although it would be equally true that the degree of inequality 
determines the number of cars which are produced, and that if 
there was less inequality there would be less cars, and more urgent 
human needs could be satisfied, yet it would not follow that- 
monetary equilibrium in the production of cars could not be 
attained in an inequalitarian system. A certain rate of saving will 
be set up by the degree of inequality which exists. Why is it 
impossible that that rate of saving—supposing it to be constant 
—should not reduce costs below prices in the same way as any 
other rate of saving? What conceivable connection can there be 
between the social considerations raised by the inequality of 
incomes and the conditions of monetary equilibrium consonant 
with any constant rate of saving ? 

May I ask Mr. Hobson a crucial question? Suppose that in- 
come became equally distributed but that everyone became much 
more thrifty in the resulting society, so that the equalitarian 
system had just as high a rate of monetary saving as the old 
inequalitarian order, would monetary equilibrium exist or not ? 

I cannot help thinking that Mr. Hobson has failed to distinguish 
three different conceptions : 

1. That of the ideal social vate of saving—the rate of saving 
which will maximise the anticipated satisfaction of the whole of 
society over the indefinite period of its existence. The height of 
this rate of saving is determined by the balance between present 
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satisfactions and future satisfactions of all the individuals com- 
posing the community on the one hand, and the technical oppor- 
tunities for investment on the other. In relation to the determina- 
tion of this rate, the distribution of income to individuals is 
significant. 

2. The maximum safe rate of monetary saving—or the rate of 
monetary saving which will not, at any given moment, reduce the 
price level of consumption goods below that of their costs of 
production. 

3. The actual rate of saving is the rate of saving, given the dis- 
tribution of income, that satisfies the consumers’ preferences. 

Now it is true that the distribution of income will affect the 
actual rate of saving and it is also true that it will lead—or may 
lead—to divergences between the actual rate of saving and the 
ideal rate of saving. Inequality will lead—or may lead—to more 
saving than is compatible with the maximisation of the satisfac- 
tion of the representative individual enjoying the average income. 
But this has nothing to do with the determination of the maximum 
safe rate of saving. At one point—when Mr. Hobson attacks in- 
equality—he is proving that the actual rate of saving will diverge 
from the ideal rate of saving. But he speaks as though thts were the 
same thing as proving that it will depart from the rate of saving 
compatible with monetary equilibrium in the market for consumption 
goods. This isa complete non sequitur. As I have already argued, 
the truth appears to be that monetary equilibrium is compatible 
with any constant rate of saving—however high and however 
determined ; but that it is not consistent with an increasing rate 
of saving—however small the rate of increase may be. This is 
the central difference of analysis between Mr. Hobson and myself. 


IV 


Finally, I should like to say something more about the possi- 
bility of curing the trade cycle. Mr. Hobson finds the opposition 
between credit expansion and the cure of cyclical depression quite 
unreal. 

“So far as I understand certain rather cryptic expressions of 
Professor Robbins, he would agree with Mr. Durbin that wage- 
cutting would by greater inequality of distribution stimulate the 
increased rate of saving in which the former finds salvation. That 
wage reduction throughout the economic system would react 
injuriously on all productive processes by reduced demand for 
their products is an objection that has no purchase upon either 
mind. .. . Mr. Durbin, indeed, states that ‘ Wage reductions will 
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undoubtedly increase the permanent demand for the output of 
the capital good industries,’ though how and why this strange 
result will be attained he does not explain ”’ (see p. 415). 

From what I have already said it should be clear that Mr. 
Hobson is quite wrong to suggest that I am indifferent to the 
disturbing effects of a reduction in the demand for consumption 
goods. On the contrary, I am very alive to its reality. But if it 
is true, as I have argued, that a series of disguised inflations have 
attracted a larger fraction of the community’s resources into the 
capital good industries than can be profitably employed in them 
by the rate of voluntary saving, then it must follow that the only 
way in which these resources can be permanently employed is by 
an increase in the rate of saving secured by some policy or other. 
If they are re-employed by forced saving of an inflationary 
character the resulting situation is unstable and must inevitably 
lead to a new crisis and depression. But Mr. Hobson does not 
understand how wage reductions will help the matter. The result 
of wage reductions, which he neglects, and which provides the 
connecting link between wage reductions and re-employment, is 
the effect of an all-round wage cut upon the level of costs in the 
various types of production. Wage reductions in the consumption 
good industries will restore the margin of profit there. Wage 
reductions in the capital good industries will reduce the cost of 
new capital. Meanwhile the effect of general wage reductions will 
be to increase the inequality of distribution and, therefore, the 
rate of saving. As the process of wage reduction is carried out, 
and the size of the gross money income is reduced, a larger and 
larger fraction of that income will be spent upon capital goods, 
thus bringing the relative demand for consumption goods and 
capital goods to the proportion in which the factors of production 
are actually invested in these two types of employment. Perman- 
ent equilibrium will be attained with a lower general level of prices, 
and with costs and prices declining more rapidly than they have 
ever done before, because a greater rate of voluntary saving has 
been permanently induced by a redistribution of the social income 
in favour of large incomes. I fail to see that this is a “ strange 
result,’ although it is unquestionably an ‘‘ unsavoury business.”’ 

But I should now add a different conclusion. I do not now 
believe that the two courses of wage reductions and wasted 
resources exhaust the possible policies. I still believe that they are 
the only alternatives within a system of private enterprise. If, 
however, we assume a central authority capable of co-ordinating 
credit and taxation policies a third possibility becomes available. 


1933] UNDERCONSUMPTION 425 


The quantity of resources invested in the capital good industries 
can only be employed at existing prices by forced saving. Forced 
saving can only be secured in an uncontrolled system by an 
unstable inflation. But it could be secured equally well in theory 
by taxation. If a Planning Government chose to pursue an 
expansionist monetary policy until the whole of the unemployed 
resources in the consumption good industries were brought back 
into employment and then stabilised the expenditure on consump- 
tion goods by taxing the rising consumers’ income at an increasing 
rate, it could use the funds it obtained in this way for financing 
capital schemes which would employ the idle resources in the 
capital good industries. By this method the Planning Authority 
could maintain the same rate of saving (regarded as a fraction of 
net income) at a higher level of prices as the reduction of wages 
would secure at a low level of prices. It is not my business to 
expand this argument here, but only to make clear that the real 
problem of permanent monetary equilibrium is to secure, by some 
method or other, an identity between the fraction of net income 
saved and the fraction of real resources invested in the capital 
good industries. This is the only requirement for monetary 
equilibrium and not, as Mr. Hobson thinks, a further identity 
between this fraction and the fraction which will maximise 
utility to the representative consumer. 


A Rejoinder 
By J. A. Hopson 


Let me take Mr. Durbin’s chief points of disagreement in the 
order he gives them. My view that a depression is due to an exces- 
sive rate of saving does not hinge upon the contention that the 
first phase of a depression is a collapse of demand for consumption 
goods. The collapse of demand admittedly shows itself first in 
a reduced demand for plant and materials in the fundamental 
production industries, into which investment capital has been 
flowing at a pace proved now to be excessive. Unemployment in 
these industries ensues, and the new savings designed for invest- 
ment thus remain uninvested. When this unemployment has had 
its necessary effect on reducing the general purchasing power of 
the workers the demand for consumption goods will be reduced, 
and the depression will proceed along its usual course. 

Mr. Durbin seems to miss the full significance of the distinction 
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between over-saving and over-investment. So long as over-saving 
is translated without delay into over-investment, i.e. the creation 
of capital goods at a pace proved later on to be excessive, the seeds 
of the depression thus sown in the economic body are not visible. 
This check on credit expansion which Mr. Durbin regards as “ The 
only necessary element in the proximate course of depression”’ is a 
result of the recognition of an excessive investment in these 
industries and an important secondary cause of further depression. 

I do not feel sure that I grasp correctly Mr. Durbin’s argument 
based upon “‘ monetary equilibrium.’’ If he means by this term an 
equilibrium between ‘‘ costs” and selling prices, I cannot see its 
relevancy to my position, that an inequalitarian distribution of 
real and monetary income causes an attempt to create by saving 
and investment an excessive amount of plant and other capital. 

Here I may remove two misconceptions of my argument. First, 
I am not in this argument concerned at all with what Mr. Durbin 
calls ‘“‘ the ideal social rate of saving ”’ as interpreted in terms of 
human satisfaction, important as that consideration is. In fact 
none of the three conceptions which Mr. Durbin thinks I fail to 
distinguish touches the core of my argument. The second comes 
nearest, viz. “‘ the maximum safe rate of monetary saving.’’ But 
here for “‘ rate’ I should substitute ratio, for it is not the amount 
but the proportion of saving to spending that goes wrong. In an 
equalitarian society a larger amount of saving could and would 
occur, because the increased demand for consumption goods would 
validate an increase of production and a larger use of plant 
throughout the economic system. A monetary equilibrium in the 
sense of a price level equal to costs, is consistent with a con- 
tinuous stabilised depression. 

As to Mr. Durbin’s “ cure’ through wage reduction and lower 
“costs’’ thus brought about, I cannot understand how he can 
believe that the immediate effect of this policy will cause an 
increased amount of demand for capital goods. On the contrary, 
the first and certain effects will be a reduction of demand for 
consumption goods from the wage-earners. The lower “ costs ” 
from wage cuts will be offset by this fall of demand as it percolates 
through the various productive processes. Mr. Durbin appears to 
conceive the desirable equilibrium in terms of the production of 
consumption goods and of capital goods, whereas the equilibrium 
I deem desirable is that between productivity and consumption 
(effective demand for commodities). 

I recognise that this reply cannot seem satisfactory to Mr. 
Durbin, partly because I am conscious, in some places, of missing 
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his point, partly because he does not appear to recognise what I 
would call the fundamental logic of my position, viz. that rents, 
excessive interest and profits constitute an irrational surplus 
income, the irrationality of which must be represented in an 
attempt to save and invest a larger proportion of the total income 
than can be utilised as capital. 
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Reciprocity and the Most-Favoured- 
Nation Clause 
By S. H. BAILEY 


INTRODUCTION 


NortuinG has been more remarkable in the recent history of com- 
mercial policy than the change in the attitude towards the most- 
favoured-nation clause as an instrument for regulating inter- 
national commercial relations. Until 1923 the efforts of govern- 
ments and of unofficial organisations representative in almost 
every economically developed country of banking, shipping, com- 
mercial and, in many countries, of producing interests, were bent 
towards the establishment of the clause in its unconditional form 
as the Statue of Liberty for the world’s commerce. The consum- 
mation of these efforts came, as is well known, with the abandon- 
ment in 1923! of the conditional interpretation previously 
maintained by the Government of the United States of America 
in its commercial policy from 1778 onwards. Although the 
attitude of the French Government from time to time has shown 
signs of revolt,? from 1923 onwards the principle of the clause in 
its unconditional interpretation has been universally accepted, 
both in declarations of experts of which the most authoritative 
were the recommendations of the World Economic Conference, 
1927,° and of the Economic Committee of the League of Nations 
in 1929,‘ and officially in commercial treaties. 

But between the acceptance of the principle and its full applica- 
tion in practice from the beginning a gulf stretched which has 
rapidly widened since 1929. At periods when the tide of inter- 
national confidence and economic prosperity is high there appears 
to be a fair chance of safe and easy navigation, but when the 

The new policy was proclaimed by an agreement, embodied in an Exchange 
of Notes between Brazil and the United States, dated October 18th, 1923, whereby 
the parties accorded one another unconditional most-favoured-nation treatment. 


* In the course of the tariff-controversy with the United States in 1927, the 
eee Government appeared to insist upon the conditional interpretation of the 
clause. 

3 League of Nations Document, C.E.1. 44 (1). 

4 League of Nations Document, E. 805. 


428 


1933] RECIPROCITY AND MOST-FAVOURED-NATION CLAUSE 429 


political or economic waters fall, reefs and rocks are exposed and 
offer the prospect of certain shipwreck. This gulf has been brought 
about by the erosive effects upon the substance of the clause 
in its unconditional form of exceptions to its application and of 
innumerable devices for its circumvention. 

The evident ravages of this process have helped to undermine 
confidence in the unconditional form of the clause and brought 
about a reaction in favour of a return to reciprocity as the method 
for regulating international commercial relations. The view has 
been widely expressed that far from contributing usefully to the 
assurance of equality of commercial opportunity and to the 
solution of the problem of liberating international trade from its 
protectionist shackles, the unconditional clause further encourages 
the present tendency towards restriction by discouraging states 
from making tariff concessions to particular countries through fear 
of the automatic extension of these favours to twenty or thirty 
most-favoured nations which need offer nothing in return. The 
unconditional clause has been held, therefore, to encourage not 
only the maintenance of the existing high level of tariffs, but even 
their further raising for the purpose of bargaining. By a subtle 
metamorphosis the Statue of Liberty has come to be regarded as 
one of the symbols of restriction. 

But the movement towards reciprocity has been supported by 
more far-reaching arguments. It is held that the economic struc- 
ture of the contemporary world radically differs in two funda- 
mental respects from that of the pre-war years. In the first place, 
the rapid progress of technological improvements in economically 
developed countries has increased productivity many times over, 
so that the world’s productive capacity has outrun the progress of 
the world’s consuming power and brought with intensified com- 
petition increased instability. In the second place, regions largely 
unindustrialised at the beginning of the twentieth century have 
rapidly developed industrial systems, often based on lower 
standards of living, whose activities further accentuate competi- 
tion in the world’s markets and threaten to destroy not only well- 
established industries in countries maintaining higher standards, 
but the very standards themselves. It is argued that the uncondi- 
tional most-favoured-nation clause no longer answers to the needs 
of a state which is concerned at least with assuring stability of 
national production and trade and protecting acquired standards of 
living against threatened reduction ; for it is deemed essential for 
both objectives that a country should be free exclusively to favour 
its most important customers by reciprocal concessions and to 
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discriminate against the products of states with low standards of 
living unwilling to offer satisfaction. If, however, a ring of treaties 
granting unconditional most-favoured-nation treatment circum- 
scribes the full tariff-autonomy of a country, particularly when 
the national tariff itself is partly or wholly conventional in type, 
under post-war conditions it is unlikely to be able to achieve either 
object. Furthermore, it is thought that only on a basis of reci- 
procity will states be willing to make concessions with regard to 
tariffs and other restrictions on trade and thus introduce a more 
liberal régime for international trade. 

The nature and influence of these exceptions and devices of 
circumvention may now be regarded in greater detail. A distinc- 
tion may be conveniently drawn between the normal exceptions 
and those which have appeared mainly as a result of policies of 
economic nationalism. The first group includes exceptions relating 
to the protection of public health, morality and security ; frontier 
trade within the limits of 15 kilometres on each side of the frontier ; 
national fisheries and the national coastal trade ; customs unions ; 
regional régimes based on preferential treatment accorded either 
for reasons of geographical contiguity and ethnical association 
as in the arrangements concerning the Scandinavian, Iberian and 
Baltic groups, or on political and ethnical grounds, as within the 
British Empire. Commonly, although not invariably, an explicit 
reference to the exceptions has been inserted in commercial 
treaties and agreements or international conventions.! This 
practice, at least theoretically, has left the door open for objec- 
tions to be formulated and for recognition of the validity of the 
exception to be withheld. The effectiveness of the objection in the 
last resort will depend upon the relative economic and political 
strength of the two groups of disputants and the possibility of 
organising a united front against the attempt to insert the excep- 
tion. : 

The second group is formed, partly “by the results of the more 
rigorous application, and largely for reasons extraneous to their 
original purpose, of many of the above-mentioned normal excep- 

' For a discussion of pre-war practice, see Hornbeck, ‘‘The Most-Favoured- 
Nation Clause,” in American Journal of International Law, Vol. III, PP- 395 et seq. 
and 619 et seq. In recent years it would appear that particularly in short period 
commercial agreements the complete list of exceptions is not included, but only 
two or three exceptions to which one or other of the parties attaches great im- 
portance are mentioned. See, for example, Exchanges of Notes between His 
Majesty’s Government in the United Kingdom and the Brazilian Government 
regarding Commercial Relations, September r1th, 1931. (Treaty Series, No. 3, 


[1932], whereby reciprocal unconditional most-favoured-nation treatment 1S 


accorded, subject to the exceptions of privileges granted for frontier traffic or in 
virtue of a customs union. 
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tions ; partly by the appearance of methods for the evasion of 
the main purpose of the clause in its unconditional form—the 
assurance of equality of trading opportunity. It is this second 
category of practices which has so disastrously prejudiced the 
operation of the clause and aroused general scepticism concerning 
its utility. Three devices! in particular have reduced the signific- 
ance of the clause in the commercial relations of many countries 
to that of an empty formula : 


(2) The use of veterinary and sanitary prohibitions and 
restrictions. 

(6) The refinement of tariff-classification. 

(c) The system of quotas. 


(a) The Use of Veterinary and Sanitary Prohibitions and Restric- 
tions. 


On the plea of animal, bird or plant disease a state may decide 
to prohibit or subject to severe restrictions the imports of certain 
meat, fruit and other agricultural products from one or more 
states although the latter may under commercial agreements 
existing at the time enjoy unconditional most-favoured nation 
treatment. If the prohibition or restriction is not applied to all 
the otherwise permissible imports of all countries, the effect is to 
create a specific discrimination. It is true that restrictions or 
prohibitions imposed on the grounds of public health, security 
and morality or for the protection of animal, plant and insect 
life are recognised when imposed to meet a special emergency of 
a non-economic character as justifiable exceptions to the uncon- 
ditional clause. But the willingness of states since the war to 
make free use of this weapon for non-veterinary and protective 
purposes has often rendered the most-favoured-nation clause 
inoperative in the commercial exchanges of countries whose 
products are covered by the prohibitions or restrictions. The 
extent to which the use of prohibitions may be developed is 
illustrated by the Importation of Carcases (Prohibition) Order of 
1926 issued by the British Ministry of Agriculture and Fisheries. 
This Order, together with the subsequent amending Orders, 
effectively prohibits the landing in Great Britain of the carcase 
of any cattle, sheep, pigs or goats and includes meat, hides, skins, 


1 The spider’s web of exchange restrictions which has been woven about inter- 
national trade since the summer of 1931 may be regarded for the purposes of this 
paper as a temporary phenomenon. It must be said, however, that the prospects 
of a return to a.situation where free dealing in exchange is again possible partly 
depend on the basis chosen for, and the form given to, future commercial 
agreements. 
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hair, bones, horn meal, offal, blood, dried blood and blood meal, 
etc. Certain products are excluded from the prohibition, such as 
fully cured bacon and preserved meats. Between July and Novem- 
ber 1931 the Argentine Government placed a total prohibition 
upon the importation of oranges from Paraguay, which constitute, 
after timber, the latter country’s most important export commo- 
dity to the Argentine. In April 1932, the prohibition was removed 
and replaced by a provision that the fruit should be wrapped in 
paper and boxed. The preparations which had to be made to 
comply with these requirements prevented the resumption of the 
orange traffic on any scale before May 1932. 

Each state remains the sole judge of the necessity for the 
application? of such prohibitions and restrictions, but the difficulty 
of drawing a line between a justifiable and non-justifiable applica- 
tion of veterinary provisions shields states which employ them for 
protective purposes. The frequently remarked coincidence 
between the application of a prohibition or restriction and a fall 
in the prices obtainable by domestic producers for the products 
affected suggests the existence of a second line of national econo- 
mic defence rendered the more effective by being manned by 
apparently non-belligerent scientific experts with authority to 
condemn without appeal. It may also be less costly in terms of 
national reputation since by its means irksome international 
obligations may be evaded without being repudiated. The French 
Government is reported in 1932, when the prices of certain French 
agricultural products had fallen in France for a variety of reasons 
and when Franco-Italian political relations could not stand the 
strain of a sudden shock, to have used veterinary and sanitary 
measures to circumvent without repudiating the Franco-Italian 
commercial agreement of 1931 under which some relaxation of the 
French quota-system had been accorded to Italian agricultural 
imports into France. . 


(b) The Refinement of Tariff-Classification 


No less disturbing has been the tendency to refine the classifica- 
tion of national tariffs for the purpose of differentiating between 


1See The Times (London), December 8th, 1932, for report of the Paraguayan 
Central Railway Co. Ltd. 

* It may be argued, however, that a party to a Commercial Treaty, whether 
the exception is mentioned therein or not, which regards the application of the 
restriction or prohibition in any given case by the other party as an infringement 
of the terms of the Treaty can, if both parties have ratified the Optional Clause of 
the Statute of the Permanent Court of International Justice, bring the matter 
unilaterally before the Court. The willingness of a state to resort to this procedure 
would depend very largely on the scope and duration of the commercial agreement 
which would probably be denounced as soon as possible by the other party. 
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imports of the same type of commodity from different countries. 
The difficulty of defining “ similarity ”’ or “likeness” has been 
seized upon as an instrument in tariff-legislation for inserting 
minute distinctions in tariff-schedules which may be used in 
practice for circumventing the automatic extension to third 
states of concessions granted in bi-lateral commercial treaties. 
On applying for the extension of the concessions most-favoured 
nations are told that their products cannot be recognised as 
similar under the terms of the tariff classification in force in the 
country granting the concession in the treaty. Difficulties of the 
same character have also arisen in the determination of the 
nationality or country of origin of the products for which most- 
favoured-nation treatment is claimed.!' The use of tariff-classi- 
fication and of regulations concerning the nationality of products 
for the purposes of discrimination has already been condemned 
by the Economic Committee of the League of Nations.? 


(c) The Quota-System 

But both in theory and practice by far the most serious inroads 
upon the unconditional most-favoured-nation clause have been 
made by the extension of the quota-system in its various forms 
especially since 1929. The difference in character between a 
quota and a tariff is not always realised. A quota-system involves 
the restriction of the sum total of the imports of a given com- 
modity from all other countries irrespective of conditions of 
supply. Over and above the fixed total, there is no opportunity 
for trade to be done in that commodity with the country imposing 
the quota. A tariff which is not permanently prohibitive, on the 
contrary, offers an opportunity of trade if the conditions of supply 
can be adjusted to offset the tariff sufficiently for the purposes of 
import. Almost each quota-system has peculiar features, but it is 
_ sufficient to mention the two main types—first, the quota which 
is accompanied by a prohibition upon imports of all quantities 
over the prescribed amount of the quota, and secondly, the quota 
which is coupled with the existence of two tariff-rates. In the 
latter case a certain prescribed quantity of imports of the given 
commodity is allowed the benefit of the lower rate, all other 
quantities above the amount are liable to the higher rate which 
more often than not is deliberately fixed at a prohibitive level. 
However, if the higher or prohibitive rate is not readjusted in 


1 For a recent statement of the issues involved and of the requirements in this 
connection of the doctrine formulated by the Economic Committee of the League 
of Nations with regard to the most-favoured-nation clause, see League of Nations 
Document, E. 805. 2 Tbid., pp. 16-19. 
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such a way as to keep it permanently prohibitive, an opportunity 
for trade may occur. 

The variety of purposes for which quota-systems may be used, 
the different methods of applying them and their varying economic 
importance, led the Economic Committee of the League of Nations 
in its Thirty-fifth Session, June 1931, to recognise that there can 
be no common measure of their compatibility with the uncondi- 
tional most-favoured-nation clause. In its report to the Council 
the Committee dismisses as unobjectionable to third states and 
unimportant in international trade (a) quotas “ which have no 
other object than to regulate the traffic in certain goods between 
neighbouring zones in adjacent countries’ as for example the 
quotas for mirabelles and strawberries in the commercial agree- 
ment between Belgium and France of February 23rd, 1926; (0) 
quotas “‘ designed to limit the importation of a commodity which 
the importing country does not produce, in order to make it more 
difficult for that commodity to compete with similar goods manu- 
factured in the importing country,” as, for example, the quota 
established in the Italo-German Treaty of October 31st, 1925,* 
for maraschino spirit. 

Neither of these two classes of quota aim at limiting the possible 
imports of third countries which can claim the benefit of the most- 
favoured-nation clause. 

The Committee also considered as unobjectionable, though 
important in international trade, (c) quotas “‘ established rather 
to regulate than to limit the importation of a given commodity ”’ 
after agreement upon the amount of the quota has been arrived at 
with the various countries concerned. By accepting them, the 
latter have agreed that the quotas answer to their respective 
needs. A most-favoured nation which had not been allotted a 
quota could certainly demand that a similar procedure of agree- 
ment should be followed in its case or that, alternatively, the 
highest quota or a proportionate quota should be allotted to it 
according to whether the system of equal or proportionate quotas 
has been adopted. 

This view undoubtedly conforms with existing interpretation. 
Nevertheless it cannot be denied that so-called “‘ regulatory ” 
quotas viewed from the angle of exporting countries have had 
commercial effects often Andistinguishable from those produced by 

“ quotas of limitation.” The actual amounts accorded are the 
most important concern. Agreement by other states on the basis 
of the proposals of the country imposing the quotas may signify 


1 League of Nations Document, E. 805. pp. 9-14. 2% Board of Trade Journal, 
Vol. CXV, pp. 7o1-2. 
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nothing more than the forcing of the hands of the former. The 
result is almost inevitably in practice a specific discrimination 
and a contraction of trade which is brought about, if the inter- 
pretation of the Economic Committee is accepted, within the legal 
framework of a clause designed to have precisely the opposite 
effects. For it is difficult to see how discrimination can be avoided 
when several countries are exporters of the same commodity. 
Clearly a small country’s exports of a given commodity may be 
smaller both in volume and in value than several other countries’ 
exports of the same commodity, and yet form a far more vital part 
of the national economy. If account is taken of this factor in the 
quota negotiations with that country, and a quota granted greater 
_than the amount required by a proportionate calculation, other 

interested countries can protest against the discrimination. If no 
account is taken, the state in question may claim that in practice 
the incidence of a proportionate system of quotas is unequal and 
discriminatory. A rigidly legalistic view which looks only to the 
satisfaction of claims in form and disregards their satisfac- 
tion in substance seems open to the same objections of short- 
sightedness and unhelpfulness in this case as on the occasions in 
the post-war period when the procedural requirements of Article 
XI of the Covenant have been the subject of interpretation. 
Moreover, the distinction between quotas of “ regulation ”’ and of 
“ limitation ’’ seems incapable of definition. Both have the effect 
of reducing the right to import up to the limits of demand to the 
right to import only a fixed amount. 

The Committee took quite another view concerning (d) a quota 
which “is established in a commercial agreement between two 
countries and is then applied equally or proportionately to other 
countries in virtue of the (most-favoured-nation) clause.” Aggre- 
gate quotas established by a bilateral commercial agreement in 
which all states may share equally according to their competitive 
power are held not to infringe the most-favoured-nation clause. 
But it is also pointed out that such quotas are extremely rare 
owing to the difficulty of administering them.’ Of far greater 
practical significance are quotas fixed by commercial treaty or by 
autonomous act which allow for importation on an equal? or 


1 The Turkish Government, by a decree dated November 16th, 1931, established 
a system of monthly quotas for most classes of imported goods other than raw 
material. Imports are to be admitted each month in the order of their arrival 
until the prescribed quota has been reached, when the import of surplus quantities 
will be held up until the following month. See Board of Trade Journal, Vol. 
CXXVII, p. 657. ’ j 

2 See provisions of the German-Finnish Commercial Agreement, dated August 
28th, 1930, amending the provisional agreement of 1926 and the supplementary 


436 ECONOMICA [NOVEMBER 


proportionate? basis from each country up to an amount stipulated. 

The words of the Committee might well be quoted. “If 
Customs quotas are applied in such a way as to give all States, 
whatever their power of competition, the right to import an 
equal quantity of goods at a reduced duty, all countries would be 
brought to the same level, and the relation of one country to 
another might be seriously upset.”’ Since one of the main objects 
of the most-favoured-nation clause is to ensure equality of treat- 
ment based on the relative strength of each country to the others, 
and since the allocation of quotas arithmetically equal tends to 
disturb the relative positions, they cannot be reconciled with 
obligations arising from the most-favoured-nation clause. Though, 
theoretically, the same objections may not be raised against quotas 
fixed proportionately, in practice they result in very much the 
same disturbance, especially when they are fixed as a percentage of 
the imports of a given country and then applied proportionately 
to most-favoured-nation states. No less than arithmetically equal 
quotas, they lead to static conditions in the trade in the affected 
commodities with the result that a country which is expanding an 
affected industry will be placed at a greater disadvantage than 
others. 


agreement of 1929. This agreement established an annual quota of butter which 
Finland had the right to import to Germany at the tariff-rate previously in force 
of Mk. 50 per 100 kgs. All further quantities were subject to a new and far higher 
duty. The mere existence of the proposals was sufficient in 1930 to evoke protests 
and inquiries by some sixteen countries. See also German-Swedish Commercial 
Agreement with Annex dated November 30th, 1930. In the latter the German 
Government announced the raising of the rate of the import tariff on live cattle 
from R.Mk. 16 to R.Mk. 24-50 per 100 kgs. At the same time a maximum quota 
of 5,000 head in 1930, to be raised to 6,000 in 1931, importable at the old rate of 
R.Mk. 16 per 100 kgs., was allocated to Sweden. This quota corresponded with the 
average total annual import of live cattle from Sweden to Germany. The German 
interpretation of the most-favoured-nation clause restricted the benefit of the 
lower rate to the same numerical quantity of cattle imported from third states. 
The average annual imports into Germany from Denmark totalled approximately 
250,000 head. The Danish Government protested energetically but unsuccessfully 
against this interpretation as an evasion of the clause. 

* The comprehensive quota-system brought irfto force in Latvia during October 
1931 was the result of an autonomous act. Fixed annual quantities are specified 
and proportionate quotas to these totals are determined for each month: The 
quota is to be divided, if necessary, proportionately among the countries which 
in the past have exported the goods concerned to Latvia. (See Department of 
Overseas Trade, Report on Economic and Trade Conditions in Latvia, May 1932.) 
In France the quotas are established and allotted to specified countries by 
autonomous act. See, for example, a Decree, dated November roth, 1931, which 
specifies both the total quantities of poultry, pigeons, rabbits, mutton and eggs 
which may be imported between November 11th and December 31st, 1931, and 
the quantities which each country may import. (Board of Trade Journal, Vol. 
CXXVII, pp. 653-4.) Occasionally quotas may be allotted to individual importers 
who are left free to satisfy their quota from whatever external source they think 
fit. In Persia and Roumania in 1932 total quotas were fixed and import licences 
were then issued to applicants at the discretion of the two governments. (Board 
of Trade Journal, Vol. CXXIX, p. 931.) 
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But the general conclusion of the Economic Committee that quo- 
tas are undesirable and damaging to the clause is so hedged about 
by references to what are apparently held to be mitigations that 
the Committee seems to put itself in the position of the French 
barrister who pleaded extenuating circumstances for his client on 
the grounds that having murdered his father and mother he was 
now an orphan. It is universally agreed, however, that the 
accentuation of the policy of quotas since 1929 has had murderous 
effects upon the unconditional most-favoured-nation clause. 
Hence the movement towards the abandonment of the clause in 
its unconditional form. Indeed, discussion of the working of the 
clause is already conducted by many in the manner of a post- 
mortem upon a heathen who can have no prospect of regeneration. 
The reaction is towards reciprocity. But, before we pass on to 
consider the nature of the reciprocity, the question may be asked : 
What are the general conditions required for the successful 
operation of the unconditional most-favoured-nation clause ? 

It is often overlooked that the consideration without which even 
an agreement according reciprocally or unilaterally unconditional 
most-favoured-nation treatment is impossible, is derived partly 
from the concession granted when the treaty was made, but mainly 
from the calculation that, assuming the world to constitute a 
single economic unit, the benefits accorded and received by each 
state will eventually be roughly equal. The consideration is thus 
the product not necessarily of the relationships between one state 
and any other one state but of the general sum of benefits received 
from the rest of the world and the expectation of advantages offered 
by an automatic mechanism for encouraging the flow of goods and 
services from country to country. The growing fear that such 
large quantities of the sand of national protectionism have now 
been thrown into this mechanism, that it can no longer effectively 
operate, is one of the main factors in causing the reaction towards 
reciprocity. For one feature of the unconditional clause is the 
degree to which national interests are recognised as dependent 
upon factors beyond the immediate control of a single state. Its 
successful use as a regulating instrument depends, therefore, 
upon a sense of political security, on the absence of undue dis- 
turbance of the financial, fiscal and technical background of 
international trade and on the realisation of a relatively high level 
of international morality. None of these conditions have been 
generally realised in the post-war period. 


438 ECONOMICA [NOVEMBER 


MAIN CHARACTERISTICS OF A RECIPROCITY AGREEMENT 


Reciprocity has been suggested in the course of the last two 
years as the guiding principle of the commercial policy of France,* 
Great Britain,? and several other countries. There is some justifi- 
cation, therefore, for an attempt to analyse the nature of reciprocity 
and to estimate its repercussions on international relations from 
the political and social viewpoints. 

The classic description of a reciprocity agreement is to be found 
in the Report of the United States Tariff Commission upon 
‘ Reciprocity and Commercial Treaties,” 1919. This report was a 
decisive factor in bringing about the post-war transference in 
American commercial policy from the conditional to the uncon- 
ditional clause. ‘“‘ When each of the parties to a treaty makes 
special concessions to the other with the intention that the 
transaction shall be looked upon as a particular bargain and with 
the understanding that its benefits are not to be extended auto- 
matically, generally and freely to other States, the agreement is 
called a ‘reciprocity’ agreement.” The characteristics of the 
agreement are two-fold: first, the mutual exchange of specific 
and equivalent considerations and, secondly, an undertaking to 
refrain from extending the benefits to third parties either alto- 
gether or without requiring identical or equivalent concessions 
from them. 

These features clearly distinguish a system of “ reciprocity ”’ 
from a system of commercial treaties accompanied by the uncon- 
ditional most-favoured-nation clause. The latter, once granted, 
applies automatically without the necessity for supplementary ad 
hoc agreements embodying the grant of a specific concession by 
each country eligible to benefit to the country whose concessions 
have fallen within the field of application of the clause. The scope 
of the “reciprocity agreement,’ however, may extend beyond 
bilateral relations to a series of inter-connected bilateral agree- 
ments or to multi-lateral arrangentents. The Ottawa Trade 
Agreements of August 1932* and the recommendations of the 


1M. Julien Durand, Minister of Commerce, at a luncheon of the Federation of 
French Industrialists and Traders at Paris on October 28th, 1932, is reported 
to have said that ‘“‘ The present trade agreements between France and other 
countries no longer served their ends and should be revised. . . . Reciprocal 
treatment would be the keynote of their policy.” (The Times, October 31st, 
1932.) The French Government is also reported to have included among its 
proposals to the United States of America in the course of the negotiations for 
a Franco-American Trade Treaty, a proposal for the modification of the uncon- 
ditional most-favoured-nation clause. (The Times, November 2nd, 1932.) 

2 See The Times, November 15th, 1932, for a Resolution of the Association of 
British Chambers of Commerce, and... for a memorandum of the Federation 
of British Industries. 3Cmd. Paper 4174. 
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Stresa Conference, September 1932,! embodied systems based 
essentially on the principles of “ reciprocity,” which could only 
be realised by the successful conduct of negotiations with more 
than two states. Equivalence in the exchange of concessions 
could only be achieved by multi-lateral transactions, or to put it 
in another way, the consideration required by Great Britain in 
the first case, and the bloc of cereal-exporting states of Central 
and Eastern Europe in the second, could only be created by a 
sum of concessions offered by a group of other states. 

The possibility of extending to third states the favours 
exchanged in a reciprocity agreement will depend very largely 
on the nature of the considerations themselves. There are clearly 
many agreements which are expressly or implicitly capable of 
extension to third states on compliance with a stipulated set of 
conditions. By such agreement, the contracting parties have 
succeeded in building a hotel to which all are welcome on payment 
of the same published charges. There is nothing exclusive about 
the establishment ; above all there are no barriers raised on social, 
racial or other non-commercial grounds to exclude other guests. 
The Commercial Convention of Oslo, December 1931, and the 
Agreement of Ouchy between the Belgo-Luxemburg Customs 
Union and the Netherlands, July 1932,? amongst recent treaties, 
are open to the accession of any state which accepts the same 
conditions as those already adopted by the original parties. 

Hospitable reciprocity is also found in another form. The 
Economic Committee of the League of Nations has recognised as 
justifiable an exception made to the unconditional most-favoured- 
nation clause by a contracting party to an international convention 
establishing concessions in commercial policy or similar matters. 
The exception is designed to cover the relations of the contracting 
state with a most-favoured nation not a party to the same Con- 
vention and not complying automatically with the terms of the 
Convention.? This exception has already been included in a few 
bilateral agreements, as for example, the Treaty of Commerce 
between the Netherlands and Yugo-Slavia, 1932.4 This type of 
reciprocity which applies after ratification and requires a mutual 
acceptance and application of the same conditions, must be 
clearly distinguished from the requirements of reciprocity as a 
condition of ratification of a bilateral or multi-lateral treaty. 


1 League of Nations Document, c. 666, M. 321, 1932, VII. 

2 For a full account see League of Nations Document, E. 792, pp. 14-18. 

3 See League of Nations Document, E. 805, p. 14. 

4See Board of Trade Journal, Vol CXVIII, p. 795, for a summary of the 
provisions of the Treaty. 
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RECIPROCITY AS A CONDITION OF RATIFICATION 


The antiquity of this condition in bilateral agreements relating 
to almost every subject must not be allowed to conceal its different 
characteristics and effects in connection with contemporary 
multi-lateral economic agreements. The social and economic 
changes of the last two hundred years have carried the world very 
far from the setting of the seventeenth century when an exchange 
of envoys between France and England was subject to the condi- 
tion that each set sail on the same day and at the same hour from 
his respective side of the English Channel. <The entry into force 
of an international convention, at the outset open to the whole 
world, would be very difficult, if not impossible, were reciprocity 
to be insisted upon by each state. In practice, nevertheless, many 
of the states of Central and Eastern Europe stipulated as a 
condition of their acceptance of the Convention for the Abolition 
of Import and Export Prohibitions and Restrictions, 1927, its 
ratification by one or more other Central or Eastern European 
States. What was the purpose of this condition? A state was 
obviously concerned to safeguard itself against the situation 
which would be created by the removal of its own prohibitions 
and restrictions and the maintenance of the prohibitions and 
restrictions of a neighbour with whom its trading connections 
were particularly close and to whom under the terms of the 
unconditional most-favoured nation clause the benefits of the 
régime established by the Convention would have to be extended. 
But the result of the stipulation may well be in the future as 
it has been in the past, a hopeless deadlock. A single state, 
located at some point on a chain of states whose ratification has 
been stipulated as a condition of acceptance by one or more 
other states on the chain, fails to ratify. A situation then arises 
which may have no direct bearing whatsoever upon the actual 
needs and pre-occupations of the states concerned. To take a 
very much simplified example, Switzerland may stipulate rati- 
fication by Germany, Germany in turn by Poland. If Poland does 
not ratify, Switzerland also cannot ratify the given agreement, 
although relations between Switzerland and Germany and 
between both these countries on the one hand and all other 
signatory countries save Poland on the other would not only not 
be prejudiced, but would be considerably improved by the entry 
into force of the conventional régime. 

We are here brought face to face with the difficulties of achieving 
on an international scale the purpose of all negotiations—the 
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mutual exchange of equivalent concessions. But in this particular 
example it is clear that the operation of the unconditional most- 
favoured-nation clause is largely responsible for a position in which 
two or more states are prevented by completely irrelevant factors 
from realising in practice a balance of considerations already 
struck in negotiation. In attempting to safeguard their own 
interests by this means, the parties are employing an instrument 
which tends to have precisely the reverse effect. It is as though the 
Joneses in Birmingham had agreed to exist only on bread and 
water until their tenth cousins, the McTavishes in Aberdeen, had 
given up haggis and whisky. An exception to the unconditional 
clause on the lines advocated by the Economic Committee would 
go far towards forcing this impasse. It would enable nervous 
states to ratify a Convention and thus extend its benefits to the 
many states which were only too anxious to comply with its 
terms. Moreover, ratification by a considerable number of states 
coupled with the operation of the exception to the most-favoured- 
nation clause, would tend to create a sanction of considerable 
force against recalcitrant states. 


EXCLUSIVE RECIPROCITY 


But this study is principally concerned with the forms of reci- 
procity which for one reason or another tend to be exclusive in 
character. This exclusiveness may be derived from the character 
of the considerations exchanged or the nature of the general 
relations between the contracting parties. 

(2) In its most simple form a reciprocity agreement consists of 
a sale to or mutual exchange of given quantities of commodities 
or services with another country. Where monetary transactions 
across the exchanges are avoided it is in fact tantamount to barter. 
Amongst recent examples may be cited the two agreements made 
by the Brazilian Government in 1931, the first, signed on August 
2ist, with the United States Federal Grain Stabilisation Corpora- 
tion for the direct barter of coffee against wheat ;! the second, 
reported as accepted in principle on October 8th, 1931, with the 
German Government for the exchange of 500,000 tons of Ruhr coal 
against Brazilian coffee.? A slightly less simple form which in- 

volves the use of the exchange is a guarantee of export credits for 
trade with a given country up to a stipulated amount. By the 
terms of a commercial agreement concluded in April 1931 between 
the Governments of Italy and the U.S.S.R., the former guaranteed 


1 Toynbee: A Survey of International Affairs, 1931, p. 106. 
2Tbid., pp. 133-4. 
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credits on exports of machinery, motor vehicles and tractors, 
fertilisers, etc., to the U.S.S.R., up to a total of 350 million lire. 
In a growing number of cases since the spread of direct or indirect 
governmental trading in raw materials, one of the parties to the 
agreement is a government and the other a group of private 
interests, as for example the transactions for the sale of long-staple 
cotton in which the Egyptian Government has participated. 
Agreements of this simple reciprocal character, though obviously 
exclusive in character, are nevertheless very far from exclusive in 
effect. They often amount, in fact—with the more theoretical 
than practical exception which would arise when the articles 
exchanged were the product of a monopoly-position and could 
not be replaced by substitutes—to a temporary setting aside of 
customs barriers which remain in place for all other non-contract- 
ing states. The latter may have no means of qualifying themselves 
for similar treatment. The result is a discrimination which con- 
tinues so long as the agreement is operative. 

(b) A more complicated form of reciprocity agreement aims at 
creating a régime especially favourable for the trade between the 
contracting parties. The régime may apply to the whole of their 
commercial relations or it may be restricted to the trade in certain 
specific commodities and services, as meat and shipping. The 
favourable conditions may be -brought about in many different 
ways, for example, by tariff-concessions with or without preferen- 
tial agreements, allocation of special import-quotas, restriction of 
freights to national shipping and of insurance business to national 
insurance-houses. An agreement on these lines is generally only 
possible either because the economic systems of the participating 
countries are largely complementary or through the prompting of 
non-economic motives. The essence of the agreement lies in the 
assurance that the favours are conceded exclusively on either side. 
Any attempt on the part of one of the parties to extend the same 
benefits in return for similar or dissimilar concessions to third 
parties would undermine the agreement by destroying the con- 
siderations on which it was originally based. Two of the most out- 
standing examples are the Preferential system within the British 
Empire especially since the ratification of the Ottawa Agreements, 
and the régime in force between the United States of America and 
Cuba. In the first case the margin of preference accorded to 
Imperial or Dominion products, the amount of the import-quotas 
granted to certain Dominion products in Great Britain and the 
tariff concessions embodied in the schedules attached to the 


' See Reciprocity and Commercial Treaties, p. 317 et seq. 
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Agreements combine to form a special régime which depends for 
its acceptability on its exclusive character. Similarly, the com- 
mercial relations of the United States and Cuba are regulated on 
the basis of an exchange of exclusively accorded concessions. These 
arrangements, to which the most-favoured-nation clause does not 
apply, constitute so many obstructed arteries in the circulatory 
system of international trade.! 

(c) But there is a third category of arrangements, which, though 
based on the principle of reciprocity, are not ipso facto exclusive. 
It is represented by a system of commercial treaties accompanied 
by the conditional most-favoured-nation clause. The extension 
of the benefits of a bilateral commercial treaty relating for example 
to tariff or quota concessions to third most-favoured nations is 
dependent upon the offer of equivalent considerations by the 
latter. The degree of the exclusiveness of the original agreement 
will be determined partly by the generosity of third states in 
making their offers to either of the two parties, partly by the 
willingness of either of the two parties to allow the original con- 
cessions to be weakened through extension to third states, partly 
by the autonomous or conventional character of the tariff- 
structures of the two contracting states and third states. Agree- 
ments are easily conceivable for the small benefits of which no 
third state would be willing to offer concessions; alternatively, 
the concessions in the treaty might be so substantial, that either 
or both of the two parties would only be willing to extend them 
to third states on terms which the latter could not conceivably 
accept ; or again, the existence of a single rate or maximum and 
minimum rate tariff alterable upwards or downwards autono- 
mously in a third state or of extensive and exclusive preferential 
arrangements binding the contracting or third states might render 
the chances of extension negligible. But without considering for 
the moment the intervention of exceptional factors, it is necessary 
to examine the unavoidable problems of reciprocity-agreements of 
this type—how to determine and how to maintain equivalence. 

The notion of equivalence in this sense signifies that more 
profitable bargains may be struck by each state through separate 
and controllable negotiations with every other state than through 
an automatic system which relies on a final equalisation of bargains. 
It is commonly held that for each state commercial relations with 
some states are more important in volume and in value than with 
others, that so long as satisfactory agreements can be made with 


1 See also analysis of the Treaty between the United States of America and 
Hawaii, 1875, renewed in 1887 in Reciprocity and Commercial Treaties, p. 103 et seq. 
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these countries, the rest of the world may be left to take care of 
itself, that since each state is pursuing exactly the same policy the 
bargaining will be hard and the resultant agreements far-reaching 
in their concessions. There is nothing novel about this policy, 
though there are reasons for suggesting that from the economic 
viewpoint it has not hitherto been found satisfactory for states 
which possess any important stake ininternationaltrade. For those 
states the circle of ‘‘key’’-agreements will enclose the principal 
expectations of satisfaction from this type of commercial policy. 
But this requires the striking of a balance of considerations 
between each given state and the others. What, then, is equi- 
valence or what are equivalent concessions ? 

Clearly, if it is assumed for the moment that negotiations are 
opened on the basis of the status quo, there can be no general 
definition by reason of the extreme diversity of the position of 
each state. The values by which concessions are measured differ 
from country to country ; to some the assurance of an amount of 
imports of raw materials equal in monetary value to a given 
volume of exports of textile manufactures is worth twice as much 
in terms of national interest ; to the United States the supply of 
the same amount of crude rubber is worth more in terms of the 
national economy than to France; for Great Britain, it is far 
more essential to find a foreign market for her coal than for 
Czecho-Slovakia, and so on. Thus, on both the import and the 
export side of the trade exchanges each state has its own standards 
of value—there is no “metric system” for the measurement 
of “‘ equivalence.’’ Monetary value may be only one among 
the many factors which may determine these standards. These 
standards from the angle of domestic production will be preserved 
in the framework of the tariff; from the angle of trade they will 
be upheld by detailed adjustments of the tariff and other national 
instruments for the control of trade brought about through com- 
mercial agreements with other counfries. These divergencies of 
valuation may not cause difficulties so long as the agreements 
concluded by a given state embody complementary and not 
identical concessions. They give rise to immediate difficulty when 
a second foreign country claims an identical concession already 
granted to the first ; for example, Germany might demand for 
her textiles or coal in Denmark and Sweden the benefit of special 
concessions which the latter governments had already accorded 
to British textiles or coal in a previously concluded reciprocity- 
agreement. In return Germany may offer substantial concessions 
in terms of monetary value to Denmark and Sweden. A position 
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may then arise in which each of the four countries will have to 
assess the value to itself and to each of the others of the conces- 
sions offered in the course of the negotiations. But for the com- 
parison of these calculations no common measuring-rod will be 
available. Indeed, calculations of the commercial results of tariff- 
concessions or of increased import-quotas can often be based on 
nothing more substantial than speculation. How, then, is one 
state to know whether it will receive its money’s worth from 
another? All manner of factors extraneous to the agreement or 
uncontrollable by either or both of the contracting parties may 
intervene, like Alice’s mushroom, to reduce to vanishing-point or 
swell to startling proportions the considerations granted to one 
or other of the parties. Changes of public taste, adjustments of 
an autonomous tariff, the extension of identical concessions to 
third states, economies in the costs of production, the depreciation 
or appreciation of the national currency, are only a few of the 
possible variables. 

Since, therefore, the terms of agreement may be upset and 
cease to answer to the declared policy of reciprocity, it is necessary 
to consider a further aspect of the same problem—the duration of 
equivalence. This question may arise in several ways—a state’s 
notion of the content of equivalence may alter or some of the many 
conditions in force when the original bargain was concluded 
may change. Indeed, this result is almost inevitable in a dynamic 
world. The absence of any objective method of calculation renders 
the question of an alleged disturbance of equivalence so highly 
delicate that it almost inevitably leads to a campaign of mutual 
recrimination and the consequent embitterment of relations. 
Pre-occupation with this problem has even led to the suggestion 
of “sliding-scale”’ reciprocity. Commercial relations between 
two states might be based, it is hinted, on an agreement which 
provides for adjustments by way of an extension or a contraction 
of the original concessions in accordance with the independently 
determined requirements of each of the contracting parties. It is 
difficult to discover in this proposal, however, anything more than 
a recognition of the inevitability of the problem, which by its 
frankness might encourage a reasonable attitude when the time 
came for the negotiation of readjustments. 

It is now clear from the preceding discussion that satisfactory 
reciprocity-agreements require relatively stable economic condi- 
tions in the participating countries. There is, therefore, a pre- 
sumption that under contemporary conditions a considerable 
measure of state-interference will be necessary in order to ensure 
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that the basis for the agreement is maintained. It is safe to assert 
that a far greater measure will be necessary than in the case of 
regulation through the unconditional most-favoured-nation clause. 
In the first place it willbe necessary to ensure that the actual 
terms of the agreement are complied with in each of the contract- 
ing countries. Where import-quotas have been granted, measures 
for the administration and supervision of the quota are indis- 
pensable.t_ Where tariff-concessions have been made, it will be 
no less essential to ensure that any conditions relating to the 
origin, quality and transport of the products are fulfilled. Further, 
reciprocity-agreements have been held to involve more frequent 
and more complicated negotiations and, as a result, greater delays — 
than a system of commercial treaties with the unconditional most- 
favoured-nation clause, since in the negotiations with each 
country care has to be taken that concessions proposed to one 
country do not have the effect of destroying favours already 
granted to another. This is largely unnecessary when the extension 
of favours is automatic. 

It will also be apparent that, save in very exceptional circum- 
stances when two neighbouring countries are tending towards a 
full Customs Union, there are limits beyond which a policy of 
reciprocity cannot be pursued. These limits are encountered, 
when acceptable concessions can no longer be offered by or to 
other states, because they would disturb the delicate balance of 
considerations already struck or they would conflict with current 
conceptions of national interest. Indeed, a reciprocity-policy 
always encounters sooner or later the incompatibility of protec- 
tion for the home producer with protection for the exporter. 
This latter obstacle is, of course, common to all methods of com- 
mercial negotiations, but it takes on a special aspect in the case of 
reciprocity in the reluctance of states to throw too many of their 
eggs into one basket or to tie their economic fortunes too closely 
to one state or a limited number of states. 


RECIPROCITY AND THE WorLD Economy 


The conditions necessary for reciprocity are, then, first the 
existence of complementary economies or of powerful non- 
economic factors and, secondly, a comparability of the factors 


1 See The Times, December 2nd, 1932, for a description of difficulties concerning 
the application of a system of export quotas for meat products from the Argentine. 
See also the Report of the Committee for Pigs and Pig-products, M inistry of 
Agriculture and Fisheries, Economic Series No. 37. It is to be questioned how far 


a quota system can be effective without a far-reaching system of price-fixation 
and control, 
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involved in the calculation of equivalence. Without the first 
far-reaching concessions are improbable since they would involve 
an abandonment of at least a part of existing national economic 
enterprise in each country participating in the agreement. With- 
out the second, agreements, though perhaps possible, may be 
upset by changing conditions or a subsequently fuller and more 
accurate understanding of the economic and political conditions 
in any one of the contracting countries.1 

The ultimate effect of a world-wide system of reciprocity 
would tend towards stabilisation of the channels of trade and of 
the world-economy. Built up on the basis of the status quo, 
reciprocity requires maintenance in all essential aspects of the 
setting in which the agreement was made, subject, of course, to 
any modifications introduced by the terms of the agreement 
itself. This may introduce a much needed element of stability 
to the economic systems of the countries concerned in so far as 
identical concessions are not extended to third parties. But 
whatever measure of stability is momentarily achieved, it is 
unlikely to prove more than temporary in view of the innumerable 
disturbing factors to which allusion has already been made above. 
Governments pursuing a policy of reciprocity often are faced 
with problems similar to those of the proprietor of a merry-go- 
round who attempts to pull up two of the horses while the others 
are still gyrating. Moreover, reciprocity-agreements which tend 
to prevent the further development of under-developed areas or 
to buttress inefficiency in an international society without a 
co-ordinated economic policy rest on foundations of sand. 


THE PoLiricAL ASPECTS OF RECIPROCITY 


The influence of political motives in moulding the form of 
reciprocity-agreements is at least as important as that of economic 
considerations. The system of commercial treaties with the 
unconditional most-favoured-nation clause is often no respecter 
of persons. It extends a welcome to as many countries as are 
prepared to accept its advances, and no political, racial, religious 
or other questions are asked. Reciprocity-agreements involve a 
greater discrimination between countries. This is first necessary 

1 Cf. for example, reports of public opinion in New Zealand and Australia with 
regard to the Anglo-Danish and Anglo-Argentinian Trade Agreements, 1933. 

2 When identical concessions are extended to third parties, from the point of 
view of importing countries the result in all probability would be an intensification 
of competition and a further lowering of prices for the imports affected by the 
concessions, though this might conceivably be offset in the long run by the widen- 
ing of the market through the freer trade conditions encouraged by the concessions 
granted to the country of import. 
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in selecting the countries with whom the “ key ’’-agreements are 
to be made. The decision of this question may be but in practice, 
hitherto, rarely has been made on purely economic and commer- 
cial grounds. The chosen countries are to be invited to occupy 
positions of the greatest importance to the life and well-being of 
the state. In making its choice a government will be deciding at 
least in part not only the form of the national economy, but 
problems of cultural intercourse and political alignment. All of 
these decisions are political in character. It is true that the range 
of choice may be limited roughly by the volume of the existing 
commercial exchanges between the initiating country and others. 
But this limiting factor cannot be given too great a weight. 
Governments have frequently had unorthodox notions of the side 
on which the national bread is buttered. 

Geographical contiguity has always influenced the choice of 
states, as the special arrangements between Spain and Portugal, 
Denmark, Norway and Sweden, U.S.A. and Canada, between 
1854-64, illustrate. Probably the most far-reaching attempt is 
embodied in a Recommendation adopted by the First Inter- 
national Conference of American States at Washington on April 
roth, 1890. ‘“‘ To recommend to such of the Governments repre- 
sented in the Conference as may be interested in the concluding 
of partial reciprocity commercial treaties, to negotiate such 
treaties with one or more of the American countries as it may be ~ 
in their interest to make them, under such a basis as may be 
acceptable in each case, taking into consideration the special 
situation, conditions and interests of each country, and with a 
view to promote their common welfare.”! In the majority report 
of the Committee on Customs Union, the difficulties of unrestricted 
reciprocity between the various American nations are frankly 
faced and the conclusion reached that only gradual steps towards 
such an end can be taken by means of the conclusion of treaties 
among the nations ‘“‘ whereby each may agree to remove or reduce 
the import duties levied by it on some of the natural or manu- 
factured products of one or more of the other nations, in exchange 
for similar and equivalent advantages ; if the mutual concessions 
were not equivalent, the treaties would soon become odious, 
would not last more than a limited time, and would wholly 
discredit the system.”* But geographical neighbourliness can 
have only a limited validity as a basis for reciprocity-agreements. 
It can only prove satisfactory where the economies of the parti- 


*See The International Conferences of American States, 1889-1928, edited by 
James Brown Scott, p. 35. 2'] bid. sopene ae 
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cipating countries are complementary and no political issues are 
outstanding, unless the relative political and economic strength 
of the parties is very unequal. The United States had no difficulty 
in concluding far-reaching reciprocity-treaties with Hawaii and 
Cuba, though more than one authority has questioned the 
equivalence of the concessions exchanged.! But after the denun- 
ciation of the first reciprocity-treaty between Canada and the 
United States in 1864 negotiations repeatedly broke down and 
were ultimately abandoned until 1910. Indeed, geographical 
considerations are often subordinated to questions of high policy. 

Ethnical bonds and common historical associations have also 
been made the basis of reciprocity-agreements, notably in the 
preferential system within the British Commonwealth of Nations 
and among certain of the Crown Colonies within the British 
Empire, and in the commercial relations between Spain and 
Portugal and certain Latin American countries.* The strength of 
the bonds will be partly tested by the strain imposed by negotia- 
tions between countries possessing non-complementary economies. 
But even when agreements are reached, it is difficult to avoid the 
conclusion that success has been achieved in response to current 
political motives rather than to considerations of ethnical or 
historical association. It is hardly necessary to indicate the 
difficulties involved in the determination of what constitutes 
either an ethnical bond or a common historical association. 

In the final choice of development along the lines of reciprocity, 
therefore, it is probable that political pre-occupations with the 
future of national economic development, of national cultural and 
political influence, the protection of acquired social standards and 
the needs of national defence will prove decisive. The force given 
to each of these considerations will clearly vary according to the 
peculiar situation of each of the negotiating parties. To the U.S.A. 
it was an imperative necessity of national defence that neither 
Cuba nor Hawaii should fall under the influence of any other 
power. Reciprocity thus became for the U.S.A. an instrument of 
national security. In the treaty with Hawaii of 1875 a pledge was 
inserted that while the treaty was in force ‘‘ Hawaii would not 
lease territory or grant special privileges to any other power, or 
make any other treaty by which any other powers should obtain 


1 Reciprocity and Commercial Treaties, p. 25. 

2See Colonial Office Publication No. 72 for the preferences granted to or by 
Crown Colonies prior to the ratification of the Ottawa Agreements. 

3 See exception made in the Argol agreement between Portugal and U.S.A., 
18099, of special concessions made by the former to Spain and Brazil, Reciprocity 
and Commercial Treaties, p. 207. 
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the same privileges which were assured by the treaty to the 
United States.” At the time of the renewal of the treaty in 1887 
a provision for the cession of Pearl River Harbour to be used as an 
American naval base was included as an item in the bargain. The 
treaty paved the way for the surrender of the sovereignty of the 
islands to the United States on August 12th, 1898.1 

Reciprocity with Cuba followed on the close political connexion 
established as a result of the Spanish-American War. In 1898, it 
will be recalled, the administration of Cuba was taken over by 
American officials and a provisional military.government under 
the control of the United States. The reciprocity-treaty of 1902 
was part of the general policy of cementing the political relations 
of the two countries. The American arguments for an exclusive 
agreement were summed up by Mr. Root, Secretary for War, in 
his Annual Report for rgo1. “ Aside from the moral obligation to 
which we committed ourselves when we drove Spain out of Cuba, 
and aside from the ordinary considerations of commercial advan- 
tage involved in a reciprocity treaty, there are the weightiest 
reasons of American public policy pointing in the same direction ; 
for the peace of Cuba is necessary to the peace of the United States, 
the independence of Cuba is necessary to the independence of the 
United States. The same considerations which led to a war with 
Spain now require that a commercial agreement be made under 
which Cuba can live.”? The subsequent debates in Congress 
revealed that the political motive was predominant in the minds 
of the supporters of the treaty. Its exclusive character was shown 
in Article VIII which stipulated that the reductions should not 
be extended to any other countries. This treaty was followed in 
1903 by a second treaty embodying the political aspects of the 
Platt amendment to the Army Appropriation Bill, of March 2nd, 
1901. By this treaty, the ““ Government of Cuba consents that the 
United States may exercise the right to intervene for the preserva- 
tion of Cuban independence, the maintenance of a Government 
adequate for the protection of life, property and individual 
liberty.’’ 

Commercially, neither the markets nor the products of these 
territories were indispensable to the welfare of the United States. 
Where the strength of the parties is unequal it is clear that reci- 
procity may be used as a weapon of political penetration, whereby 
the very life and security of the weaker party become mortgaged 
to the stronger. Indeed, the rejection of reciprocity with the 
United States by Canada in Igr0-11 was shown by the debates in 
' Reciprocity and Commercial Treaties, pp. 24-6. ?Ibid., PP. 317-18. 3Ibid., p. 322. 
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the Canadian Parliament to be primarily due to the fear of ulti- 
mate annexation by the United States. On the other hand, where 
the negotiators possess equal bargaining-power reciprocity may 
be used as a step in a policy of political appeasement, or political 
co-operation, if not alliance. The negotiations between France 
and Germany in 1931-2 for a reciprocity-agreement to replace 
the Commercial Treaty of 1927 and the Commercial Treaty con- 
cluded between Austria and Hungary in the autumn of 1932, were 
interpreted as designed to serve the former, the elaborate negotia- 
tions between Germany and Austria for a quasi-Customs Union in 
1931, the latter political purpose. Moreover, by their very nature 
reciprocity-agreements tend to cement more closely than com- 
mercial treaties with the unconditional most-favoured-nation 
clause, the political relations between the contracting parties, or 
to put it in another way, to heighten the significance of their 
political relations in the determination of their commercial 
exchanges, and, when a far-reaching reciprocity-agreement has 
once come into force, to draw the two parties politically more 
closely together, provided that the concessions exchanged have 
been and continue to be accepted as equivalent. 

Thus a state will tend to enter into such agreements with 
countries which are already en rapport with it politically and cul- 
turally. The agreement may on occasion become the final bolt 
riveting the general relations of the countries concerned. Indeed, 
in all cases where the parties possess the economic and political 
power to refuse a proposal for reciprocity, previous political 
preparation and often previous cultural impregnation would 
appear essential to success.? This may come about by the natural 
inclinations of one or other of the parties,* or as part of a systematic 
policy of general rapprochement, or as a result of a situation created 
by concentrated foreign investment on a large scale, and the 
export of managerial enterprise or skilled labour to a given 


1 If “‘ reciprocity ’’ became the normal commercial relationship between states, 
it is, of course, possible that the political significance of subsequently-concluded 
agreements might be slight. 

2See article in Board of Trade Journal, Nov. 12, 1931, on “ F inland and Recipro- 
city,” which draws attention to cultural interest as a basis for reciprocity. Also 
Report of British Economic Mission to China and the Far East,’’ ibid., May 14, 
1931, p.628: ‘‘The Mission also draw attention to the undoubted benefits which 
the trade of the United States derives from the fact that many of those in 
responsible positions in China have been educated in American universities and 
are strongly American in sentiment. They feel that it is a matter of the most 
urgent necessity that a more intimate cultural relationship should be promoted 
between China and Great Britain, for the purpose of attracting Chinese students 
to British universities and workshops.” ats 

3 The importance of foreign influences on public fashion in clothes, foodstuffs, 
means of recreation, cannot be exaggerated. 
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country. The successful conclusion of reciprocity-agreements 
involves, far more than the system of commercial treaties with the 
unconditional most-favoured-nation clause, a conscious direction 
of general policy towards that end. Where the economic and 
political strength of the parties is unequal, something like a pro- 
cess of political penetration may take place; where both the 
parties are recognised as economically developed countries with 
modern and stable political institutions, but one is small and the 
other great, a reciprocity-agreement may require to be preceded 
by cultural influence ; where the parties possess equal bargaining- 
power, actual or subsequent congruity of general policy would 
seem essential for stability. ‘“‘ Reciprocity,” therefore, tends to 
create a series of economic alliances which are not infrequently 
parallel with special political associations. 

But “special ’’ economic relations cannot be other than dis- 
criminatory in character. If the concessions exchanged are 
exclusive favours which on extension cease to be acceptable to the 
contracting parties, then vis-a-vis the latter all countries in general 
are placed in a less favourable competitive position and some third 
countries in particular find themselves face to face with a serious 
inequality of trading conditions. The result may well be a multi- 
plication of the opportunities for international friction. It is 
suggested that friction will be especially probable in the following 
instances : 

(a2) When the agreement involves an arbitrary and extensive 
disturbance of existing channels of trade ; 

(6) When the agreement is interpreted in third countries as 
primarily due to political motives connected with the maintenance 
or establishment of a political group, or a sphere of political 
influence reserved exclusively to one state or a small group of 
countries ; 

(c) When as a result of the fact that one of the parties is a state 
of outstanding political and economic power it is held that the 
latter is pursuing a policy of economic aggression. 

Only the first of these causes of friction refers directly and 
mainly to the commercial incidence of the agreement, the last 
two are related to the countless tangible and intangible factors 
which contribute to produce a psychological reflex in the political 
centres of states. Resentment at exclusion, a belief that force 
alone provides the sinews of commercial bargaining-power, and 
consequent despair at an existing national deficiency in providing 
the constituent elements of force, suspicion or fear of the future 
intentions of the parties to the agreement—some or all of these 
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reactions may follow from the conclusion of an important reci- 
procity-agreement. 

Pre-occupations with national prestige and with national 
political and economic security are thus accentuated. Resent- 
ment, suspicion and fear provoke discussion of measures of 
national self-help and self-defence. Exclusiveness breeds exclu- 
siveness, and discrimination, discrimination. Measures of retalia- 
tion, insurance and re-insurance, are discussed and occasionally 
applied. But it is not necessary that application should take place 
for the engendering of bad feeling. A situation which provokes 
even the discussion of measures of retortion or reprisals is one of 
latent friction. 

Moreover, as we have already seen, the attempt to apply the 
principle of equivalence in practice may place a great strain on the 
friendly relations of the parties to a reciprocity-agreement. Each 
party is called upon to judge the adequacy of the conduct of the 
other in observing the terms of the agreement. In this connexion 
clear drafting may obviate many unnecessary causes of dispute 
arising from different interpretations of the original text. But the 
efficacy of clear drafting for the elimination of the possible causes 
of dispute is very limited. The most serious differences are likely 
to arise from the fact that equivalence is a term which is only 
relative to conditions in force at a given point of time, and from 
the consequent opportunities for departing in practice from the 
terms of an agreement or multiplying them by subsequently 
introduced measures. The ill-feeling thus provoked is likely to be 
all the stronger because the conclusion of the agreement in the 
first place involved a choice between different political and 
economic directions. Past experience has shown the dangers of a 
too great precision in determining the conditions for bilateral or 
multi-lateral commercial exchanges. Precision and rigidity in the 
terms of the contract may place, at this stage of the world’s 
economic development, too great a strain upon foundations which 
themselves are subject to disturbance. 


RECIPROCITY AND THE SYSTEM OF COLLECTIVE SECURITY 


There is, however, a further political aspect of reciprocity 
connected with its effect on the system of collective security 
established by the terms of the Covenant of the League of 
Nations, the Kellogg Pact and other multi-lateral treaties. How 
far is a system of exclusive reciprocity-agreements compatible 
with the obligations assumed, for example, by members of the 
League of Nations under the Covenant, Article 16, paras. Iand iil, 
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whereby they undertake to sever all trading connections with a 
state which has disregarded its obligations under the Covenant 
and other treaties? It is clear that the obligations of Article 16 
require that a state should be in a position at any moment to sever 
its economic and commercial connections with a law-breaker. 
This would necessitate at least a temporary abrogation of all 
most-favoured-nation commitments vis-a-vis that state. It is 
equally clear, however, that under any system of commercial 
treaties this process will be easier for some than for other states. 
The element of ease can be roughly measured in terms of the 
varying degrees of dependence of the different states upon the 
product of their commercial exchanges with the law-breaking 
state. The effectiveness of the sanction depends, however, upon 
the willingness of states with the closest commercial relationships 
to sever their connexions with the law-breaker. But one of the 
results of reciprocity-agreements, above all of the key-agreements, 
is to bind the especially selected parties even more closely together 
economically and in many cases culturally and politically as well. 
Thus, at least theoretically, exclusive reciprocity-agreements may 
further harden the task of securing the agreement of states to the 
application of the terms of the Covenant and of setting in motion 
the international mechanism of collective security. Moreover, if it 
is an essential part of a system of collective security that each 
state should avoid action calculated to endanger peaceful rela- 
tions or aggravate the causes of friction, reciprocity-agreements on 
this ground may also be said to be incompatible with the moral 
obligations of states. These observations are not intended to 
convey the impression that no difficulties are encountered in the 
application of economic and financial sanctions under a system 
of commercial treaties with the unconditional most-favoured- 
nation clause. There are many and serious difficulties, but it is 
argued that these difficulties would be very greatly increased by a 
wide extension of exclusive reciprocity-agreements. 


LIMITATIONS OF RECIPROCITY 


It is now possible to observe the limits of a policy of reciprocity. 
They are set partly by the nature of reciprocity itself and partly 
by the obligations of states-members of the League of Nations 
with regard to the system of collective security. The difficulties of 
assuring and maintaining equivalence, the legal obligation to be 
in a position to apply economic sanctions against an aggressor 
state, the moral obligation to refrain from engendering suspicion 
and fear among the peoples of the world, are the walls within which 
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exclusive reciprocity-agreements may be made. These restrictions, 
although they would have the effect of limiting the use of exclusive 
reciprocity to agreements concluded primarily on commercial 
grounds which are both politically insignificant and economically 
undisturbing, must not be interpreted as condemning altogether 
the use of the principle of reciprocity in commercial agreements. 

One possible extension of reciprocity may be advocated. 
Economic and political security cannot be separated from one 
another in the contemporary world. The efforts of a government to 
assure to its nationals the essential necessities of life, whether 
indirectly through the assurance of conditions of stable employ- 
ment, or directly by securing control over supplies of foodstuffs 
and raw materials, are often inseparable from and govern its 
general policy. For some time past, but especially since the Great 
War, efforts have been made to lay the foundations of the 
machinery of collective economic security through international 
concerted action. 

At a number of strategic points in the world-economy attempts 
have been made sometimes with great, at others with mediocre, 
success to consolidate through international agreements the claims 
of the international community as a whole. Among the most 
important of these attempts are, in the first place, the conventions 
relating to the Protection of Industrial and Scientific Property, to 
the régime applicable to different means of communications and 
transit, and to the assurance of social justice in the hours and 
conditions of work ; and, in the second place, the recently elabo- 
rated draft of a uniform Customs Nomenclature. It is beyond the 
scope of this paper to discuss the specific rules of international 
conduct embodied in these conventions or the structure of the 
uniform nomenclature. It is very pertinent, however, to point out 
that the universal adoption of the conventions would go an 
immeasurable way towards allaying the general feeling of economic 
insecurity by guaranteeing to the peoples of every contracting 
country the right of access, subject to certain important reserva- 
tions, to the means of international communication and trans- 
port, and the right to a minimum standard of living. The accept- 
ance of the uniform nomenclature would solve the otherwise 
insoluble technical problem of providing a comparable basis in 
every country for international or bilateral tariff-negotiations. 
But this is not all. 

The acceptance of the principles of the right of equal access and 
of uniformity of legislation would destroy at least some of the 
causes of the fear of discrimination and lessen the feeling of 
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national need for insurance against competition based on socially 
unjustifiable standards of living. But as yet the majority of these 
conventions although signed by a large number of states have not 
been generally ratified. It is suggested, therefore, that the prin- 
ciple of reciprocity could be applied in bilateral commercial 
treaties with great effect to speed up the long-drawn-out process 
of ratification. The conclusion of an agreement would thereby 
be made conditional upon the ratification by either or both of the 
parties of certain of the above-mentioned conventions. Any con- 
cessions embodied in the agreement would be withheld from most- 
favoured nations which failed to comply with this initial condition. 
This would involve an exception to the unconditional clause. 
But it has been pointed out above that the unconditional 
clause has already been rendered ineffectual in many parts of the 
world, by protectionist devices and exceptions applied indepen- 
dently by each state in its own supposed interest. By this proposal 
reciprocity would be employed as an instrument not of national 
economic policy, but of international social policy. Moreover, 
agreements concluded on this basis would not be subject to the 
objection of exclusiveness which has been shown to be so dangerous 
to the continuance of friendly commercial and political relations. 
On the contrary, subject to the fundamental condition of accept- 
ance of a régime based on the right of equal access, the commonly 
recognised requirements of social justice, and any other rights 
subsequently acknowledged by international agreement, a state 
would qualify for admission to the circle of most-favoured nations. 
Already in a few bilateral agreements, clauses have been inserted 
in which either or both of the parties undertake to apply the terms 
of specified international conventions. 

The use of reciprocity to this end, far from encouraging a danger- 
ous conflict of national interests, would throw into sharp relief 
the fundamentally identical objectives towards which all states 
are striving—the assurance of life and livelihood for their citizens. 

1 Board of Trade Journal, Vol. CXXVI, p. 756, for Treaty of Commerce and 
Navigation between Turkey and Esthonia in which in matters relating to the 
protection of industrial property, the parties agree to apply the International 
Convention for the Protection of Industrial and Scientific Property of 1883 as 
revised in 1911. See ibid., Vol. CXXVI, p. 732, for Treaty of Commerce and 
Navigation between Esthonia and Poland, by which conditions of transit are to 
be governed by the Convention and Statute on Freedom of Transit, Barcelona, 
April 21st, 1921. See ibid., Vol. CX XVII, p. 842, for similar provision in the 
Treaty of Commerce and Navigation between Esthonia and Finland. See ibid., 
Vol. CXXVII, pp. 488-9, Treaty of Commerce between France and Turkey. The 
parties agreed to apply the provisions of the International Copyright Convention 
for the protection of literary and artistic works, also of the Convention and 


Statute on Freedom of Transit, and of the Convention and Statute on Inter- 
national Waterways, subject to certain specified exceptions. 
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The Economic Concept of a Public 
Utility: 
By H. E. Batson 


SOME justification may seem to be needed for my choice of a 
subject for this paper, since the term “‘ public utility” in the 
strictest sense cannot be considered to refer to an economic 
concept at all. Primarily, a public utility is whatever is defined 
as such by American statute law. The case for a concept of this 
kind cannot be adjudicated by economists. 

But the term “public utility”’ is not restricted to this legal 
meaning. We meet it in official papers referring to English indus- 
tries,2 in which context the declarations of American law are 
obviously irrelevant. Behind the legislative concept of public 
utilities lies in fact a political concept, which may be defined as 
the idea that certain industries need special Government regula- 
tion. Even in America, an industry might be a public utility 
in this sense without being a public utility in law. 

But this political concept is in its turn based upon the idea that 
there are certain industries in which the ordinary restrictions of 
individualism are insufficient to ensure the appearance of satis- 
factorily individualistic results. 

Thus one term is forced to do duty for three related but quite 
distinct concepts. When the law of Illinois says that the owner 
of any property within the State used for the production of 
electricity is a public utility, it is using the term in the first of 
these senses. When the English Labour Party says that the iron 
and steel industries ought to be reorganised as public utilities,’ it 
is using the term in the second or political sense. And when 
Professor Glaeser says, ‘‘ the world over, public utilities are now 
considered a thing apart from other commercial enterprises,’’* he 
seems to be using the term in the third or economic sense. It is 
with the economic concept of public utilities that we are con- 


1 This paper was read, practically in its present form, at a meeting of the 
Economic Club on February 9th, 1932. 

2E.g., The Board of Trade Journal Supplement, October 6th, 1927. 

3 Election Programme, October 1931. 

4 Outlines of Public Utility Economics, 1927, Pp. 4. 


457 


458 ECONOMICA [NOVEMBER 


cerned this evening. It is the most fundamental of the three, and 
if it should prove untenable, the case for the political and legal 
concepts would be seriously weakened. 

2. Our purpose then is, in the first place, to inquire whether it 
is true that certain industries differ in this fundamental economic 
sense from other industries. The best way of answering this is to 
take the industries that are made legal public utilities and see if 
they have any special peculiarities that might explain their being 
so legislated for. 

The different American legislatures have not been, and are not 
yet, perfectly agreed about the industries which need to be 
labelled public utilities ; but there is sufficient agreement among 
them for us to be able to say: 


i. The following kinds of enterprise are commonly included 
within the scope of public utility laws: railways and tram- 
ways ; postal service undertakings ; telegraph, telephone, 
water, gas, and electricity undertakings ; and enterprises 
auxiliary to these. 

Some legislatures define as public utilities the industries 
composed of such enterprises as these instead of the enter- 
prises themselves. Others define the owners of the enter- 
prises as public utilities. These variations are unimportant 
as far as the economics of the question is concerned. It is 
on the whole most convenient to talk of public utilities as 
enterprises. 


—_ 


li. 


3. Let us proceed to ask what the special characteristics are 
that distinguish these from other enterprises. 

We certainly shall not find sufficient ground for distinction in 
the characteristics suggested by the name itself. Public utilities 
should, on the face of it, be enterprises of public utility ; but this 
will not carry us very far. In the first place, the idea of utility to 
the public is a very vague one that could serve at the best only 
for distinctions of degree and not for distinctions of kind. And in 
the second place, however and wherever we may draw the line 
between enterprises that are useful to the public and enterprises 
that are not, we shall find that our first group will include many 
other sorts of undertakings than those which we have listed. 
Clothes, bread, and houses are of at least as much public utility 
as electricity, tram-rides, and grain-storage ; but tailors, bakeries, 


1 Some legislatures include enterprises of other kinds, but the doubtful cases 
are not very numerous and to neglect them will endanger the validity of our 
conclusions less than to add them to our list without a much longer critical 
examination than is here desirable. 
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and estate agencies are not usually reckoned among public utili- 
ties. What characteristic is it that separates the public utilities 
from these other undertakings that are just as useful to the public, 
but are not called public utilities ? 

4. I fear that we shall not find it possible to accept the tra- 
ditional answer that public utilities are undertakings which supply 
necessaries under conditions of monopoly. My reasons for thinking 
that we shall not be able to accept this view, despite its authorita- 
tive recommendations, is twofold. 

In the first place, we shall have some difficulty in discovering 
exactly what is meant by “‘ monopoly ”’ in this context. If it is 
to be understood literally, as meaning ‘‘ exclusive possession of the 
trade in some commodity,”’! then it will not be a true description 
of many of the undertakings that we have included in our list. 
But if we are to avoid this difficulty by understanding monopoly 
to mean “ anything short of perfect competition,” which is, I 
think, the sense in which the term is generally used in this con- 
nexion, then we shall find that we have merely tossed our theory 
out of the frying-pan into the fire. 

Admittedly the adoption of such a definition makes it quite true 
to say that public utilities are monopolistic. But it also makes it 
quite true to say that nearly every other sort of undertaking is 
monopolistic, too. It might be possible with a little ingenuity to 
divide the perfect-monopoly-perfect-competition continuum so as 
to segregate public utilities from all other industries ‘“ of public 
utility ” ; and then if that part of the continuum in which public 
utilities lay were called monopoly and the rest of the continuum 
competition, of course the monopoly definition of public utilities 
would be free from this particular objection. Nevertheless, we 
should still be obliged to reject it. 

For if we defined monopoly in this disingenuous fashion, we 
should not be able to proceed according to the classical and 
marginalist theories of monopoly, which are based on the hypo- 
thesis of one seller in a market. We should require a theory of 
what has sometimes misleadingly been called duopoly, and what 
would doubtless, following J. J. Becher, have been more suitably 
called polypoly if the word had not been so cacophonous. And this 
theory, which is one of the greatest needs of economics ; which 
would, if properly conceived, cover the whole field of price phe- 
nomena in a manner not supplementary but complementary to 
the orthodox theories of pure competition and pure monopoly ; 
this theory has hardly been developed at all, if we except the 


1 The Concise Oxford Dictionary. 
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pioneer work of Cournot, Edgeworth’s elegant fragments, and 
recent essays by a Danish! and an American? author which we 
must regard with gratitude if not with complete satisfaction. If 
writers on public utilities define them in this special sense of the 
term monopoly, then they must explain them by this special and 
as yet undeveloped branch of theory. I know of nobody who has 
attempted to do this.® 

And there is a more fundamental objection to this type of ex- 
planation. Our search for a definition of a public utility is a 
search for characteristics of a definite sort.. We do not simply 
wish to know what conceivable characteristics the utilities have 
in common, essential or accidental, relevant or irrelevant. We 
wish to know what characteristics they have that attract the 
attention of the politician. A number of contributors to discussions 
on this subject fail to observe this point and think that they have 
solved their problem merely by propounding a list of common char- 
acteristics of public utilities without troubling to inquire whether 
these characteristics explain anything. We ask them for an ex- 
planation and they give us a description. A typical example is the 
theory that public utilities are transport undertakings ; another 
is the theory under consideration—that they are monopolies. I 
do not mean to say that if public utilities were all transport 
undertakings or all monopolies that would be a fact without any 
relevance at all for the question of State control; but I think 
that it would have a derived and not an immediate relevance. 
This is even more true if the word monopoly is to be understood 
in the special sense mentioned above rather than literally. There 
is no imaginable reason why the fewness of the sellers in a market 
should of itself alone demand Government interference. 

Nobody of course really pretends that there is. What is really 
implied is that when there are only a few sellers in a market, they 
act in a manner that calls for Government interference. It is not 
monopoly that is objected to, but cert&in supposed manifestations 
of monopoly ; and it is these supposed manifestations of monopoly 
that are the distinguishing characteristics of public utilities. 

This criticism might be dismissed as an academic quibble if 


1F, Zeuthen: Problems of Monopoly and Economic Warfare, 1930. 

2A. E. Monroe: Value and Income, 1931. 

3 Since the above was written, several books and articles bearing more or less 
directly on this matter have been published. By far the best of these is Mrs. Joan 
Robinson’s Economics of Imperfect Competition (1933), but I do not think that 
even this helps us much towards a solution of the problems discussed above, 
because I do not think that it starts from the right definitions for that purpose. 
I have briefly touched upon my reasons for thinking this in an article in Scrutiny, 
September 1933, and hope to be able to deal with the whole problem more 
adequately in my forthcoming work on Some Economic Aspects of Public Utilities. 
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what I have called the distinguishing characteristics of public 
utilities were always found wherever monopoly was found and 
never anywhere else. Then instead of enumerating or describing 
the characteristics we might by a sort of mental shorthand 
describe them collectively as “‘ monopoly ”’ without fear of being 
misunderstood even by ourselves. We should simply be employing 
a common figure of speech. We talk, for instance, of our objection 
to the tsetse fly as a cause of sleeping sickness when what we 
really object to is the trypanosomes that it carries; but nobody 
thinks of quarrelling with this. 

This defence breaks down, however, and the objection ceases 
to be a mere academic quibble, if the thing that we really mean to 
refer to is not an invariable concomitant of the thing we name as 
its description. If, for instance, the causal agent of sleeping sick- 
ness was not always found in tsetse flies and was sometimes found 
in mosquitoes or fleas, then it would not do to say that the cause 
of sleeping sickness was the tsetse fly. Certainly it would not do 
just to set out to annihilate the tsetse fly if what we really wanted 
to stamp out was the trypanosome. 

5. It is significant that certain writers, notably Professor Pigou, 
have chosen to distinguish public utilities not as monopolies 
simpliciter, but as discriminating monopolies. This step, while 
seeming at first sight to render void most of the above objections 
to the use of the term monopoly, really abandons the whole case 
in its favour. It is the fact. of discrimination, not the fact of 
monopoly, that is essential to the argument. 

I think that a study of the form actually assumed by public 
utility legislation will suggest that Professor Pigou is right in 
selecting the tendency towards discrimination as the distinctive 
characteristic of public utilities ; that is to say, I think that in 
general! the primary cause driving legislators to interfere with 
public utilities has been a dissatisfaction with the prices that 
were being charged, or more often with the prices that might be 
charged. But I think that Professor Pigou is wrong in linking 
this up with the idea of monopoly. In straining after a trypano- 
some he has swallowed a totally superfluous tsetse fly. I call this 
particular tsetse fly superfluous, in the first place because I think 

1 Dr. Hugh Dalton and Professor Plant have both asked if it is not true that 
some public utility legislation might aim at the prevention of merely extortionate 
charges, i.e. of charges which gave an unusually large profit, but were nevertheless 
not differentiated. I think that the hypothetical case must be admitted ; but I 
doubt very much if there have been many actual cases in which the charges of a 
public utility tended to yield abnormal profits and yet to remain undifferentiated. 


If such cases were the rule rather than the exception, public-utility regulation 
would have been a much simpler affair than it is. 
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that discrimination is a much wider and more fundamental 
phenomenon than monopoly, unless monopoly is so defined as to 
embrace all types of enterprise except the Stock Exchange and 
the auction room, which is certainly not the practice of Professor 
Pigou. And I think that it is wrong in the second place to treat 
discrimination on the part of public utilities as a “ result ”’ of such 
kinds of monopoly as they do enjoy. 

I have used the term discrimination, although I consider it 
rather out of place in a scientific discussion. It is a term that has 
no fixed meaning at all. The only sort of definition of it for which 
any sort of universality can be claimed is that it means undesirable 
forms of price differentiation. But what is undesirable in one case 
is of course not necessarily undesirable in others.? 

Let us provisionally define discrimination as the charging of 
prices that vary among themselves where uniformity would be 
preferred. Uniform prices are usually regarded as “ natural,” but 
really they are a highly artificial phenomenon. The “ natural ”’ 
tendency, if it is right to talk of natural tendencies at all in a 
social science, is towards differentiated prices. It is only where 
prices are held together by the artificial mechanism that we call 
the market that uniformity ensues, except of course fortuitously. 

If, then, there is a stronger tendency towards discrimination in 
the public-utility industries than in other industries of equal 
public utility, it is to be explained by reference to the forces which 
fix the boundaries of markets. Anything that will cause anybody 
both to desire and to be able to make two markets exist where 
only one existed before will break down the safeguards of uni- 
formity of prices.” 

6. Let us assume, as is usual in discussions of this sort about 
prices and as best fits the facts, that the initiative in price-fixing 
is taken by the seller. Of course the conclusions built upon this 


1] prefer to avoid using the word “‘ discrimin&tion ”’ not so much because it is 
used rather widely in very different senses, although this is unfortunately the 
case, but rather because it generally implies two notions that find no place in the 
above argument, viz. (1) the notion of deliberate action on the part of the seller 
(or whoever is the immediate fixer of prices) and (2) the notion that such action 
is morally reprehensible, at least a priovt. More detailed discussion of the implica- 
tions of the term and of the term “ differentiation ’”’ must be deferred to another 
occasion. 

2 It does not necessarily follow that either party to the bargain must deal in 
more than one market. This is another reason for preferring not to use the word 
““ discrimination,”” which suggests that the same seller, or possibly buyer, deals 
in more than one market. It is possible to imagine a case in which a seller S sells 
a commodity to a buyer B at a different price from that charged by another 
seller S’ to another buyer B’. I should call this a state of price-differentiation 
and consider it to come within the scope of a discussion of public-utility prices. 
But I do not think that anybody would call it a case of discrimination. 
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hypothesis can afterwards be applied mutatis mutandis to cases 
where the buyer takes the initiative. 

Let us take first the causes that are likely to make a seller want 
to break down the mechanism by which uniformity of prices 
would be assured. The most obvious cause need not detain us 
long. The mere desire to make profits as large as possible will 
encourage him to charge more than the average price whenever 
he can get it. Most textbook discussions assume that this alone 
sufficiently explains the phenomenon of differentiation. But in 
fact it does not. 

The scope for profitable differentiation would usually remain 
very narrow if it were not for overhead costs.? In fixing prices, a 
seller is governed primarily by the rule of accepting no item of 
business that will not at least cover its costs. But “ cost” in this 
context must be interpreted to mean the expense that would be 
saved if the business were refused, and this differential cost may 
be much smaller than the average cost of all the items of business 
transacted. The discrepancy is due to the existence of certain 
costs which must be covered by the transactions of the under- 
taking as a whole, but need not be covered by any particular item 
of business. The greater the proportion of these overhead costs 
to the total costs, the greater will be the gap between what some 
items of business must bring in by themselves, and what all the 
items must bring in on an average; i.e. the greater will be the 
seller’s motive for charging differentiated prices. The phenomenon 
of overhead costs deserves more attention than it usually gets. 
An adequate discussion of it would constitute a complete theory 
of production. I do not propose to enter upon this task this 
evening, but one or two things need to be said about the part 
played by overhead costs in the theory of public utilities. 


i. ‘‘ Overhead ”’ here is a purely relative term. Practically all 
costs are both overhead and prime, according to the way in 
which the item of business or unit of production is defined. 
Costs can only be regarded as overhead with reference to 
specific batches of commodities. 

The batches of commodities for which particular costs are 
overhead may be produced or sold simultaneously or con- 
secutively. Thus some costs appear to be overhead at a 
moment of time, others only over a period of time. But 
fundamentally both are phenomena of the same sort. 


ee 


il. 


1 Whenever he can get it, that is, without incurring a net loss. - 
-2For more detailed discussion of this influence of costs, see my Price Policies 
of German Public Utility Undertakings, passim. 
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Failure to observe this has misled many writers on public 
utilities, especially when they have been dealing with 
depreciation and amortisation. 
The logical relationship between the idea of overhead cost 
and the idea of joint cost appears to have been frequently 
misunderstood, on both sides of the Atlantic. I would 
prefer to try to explain public utility charges without 
reference to joint costs, but not altogether for the reasons 
given by Professor Pigou. 

iv. The occultation of overhead costs by the derived concepts 
of Increasing and Decreasing Returns is in my opinion 
mischievous. It tends to substitute formule for reasoning. 
Increasing and decreasing returns are not primary economic 
concepts. My objection is not so much that the boxes are 
empty as that they are not boxes at all, but the shadows of 
boxes.! The realities which cast these shadows are costs, 
and any theory which is not directly based upon these 
costs is predestined to inadequacy. 


iil. 


= 


7. Let us turn to the limitations upon a seller’s ability to charge 
differentiated prices.2 As Professor Pigou has pointed out,* this 
depends upon two things—upon his power to sell to some buyers 
at a higher price than others are paying, and upon his power to 
prevent the more favoured customers from re-selling to the less 
favoured. In more technical terms, it depends upon his ability to 
do business in two or more of a set of markets between which 
units of supply and units of demand are imperfectly transferable. 

This sort of isolation of markets may result from any of three 
different conditions which we may call Fortuitous, Undesigned, | 
and Intentional Hindrances to movement of units of demand and 
supply. These terms will respectively designate the processes by 
which markets are born isolated, achieve unintended isolation 
through the action of governments,‘ or, have it deliberately thrust 
upon them by (or for) dealers. 

Fortuitous limitation of transferability exists when units of 
demand cannot be transferred except at a significant cost from a 
dearer to a cheaper market and units of supply cannot be trans- 
ferred except at a significant cost from a cheaper to a dearer 
market, independently of special human regulation.® 


1 Vide the well-known controversy in The Economic Journal, 1922 and 1924. 

i.e. not merely to the limitations upon a seller’s ability to differentiate among 
his own charges, still less to discriminate. 

3 Vide Economics of Welfare, 3rd edn., p. 275 ff. #Or other authorities. 
_ >The position of the line of demarcation between fortuitous and undesigned 
limitation of transferability depends on the definition of “ special’’ in this 
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Undesigned limitation of transferability exists where a govern- 
ment or other authority hinders movement in this way, but not 
with the primary object of facilitating differentiation of prices. 

Intentional limitation of transferability exists where a dealer 
(or authority) is responsible for the hindrances to movement, with 
the intention of facilitating differentiation of prices. 

8. In the public utility industries both the desire and the ability 
of sellers to differentiate is considerable, because the extent of 
overhead costs and the limitations to movement between markets 
are both unusually great. The causes of this are largely of a tech- 
nical nature, and can only be summarised here. 

The chief causes of the large proportion of overhead costs are: 


i. The technical necessity for plant of a type that can be 
added to only in relatively large units. 

ii. The peculiar nature of “ octopoid’’ distributing plant. 

~ iit. The special need for reserve capacity. 

iv. The phenomena of the “ peak,” which often necessitate 
considerable fluctuations in the use made of different 
sections of the undertaking. But it is a mistake to treat 
the peak as very important for all public utilities. 


The principal conditions which permit isolation of markets are : 


i. The physical conditions under which the products of most 
public utilities are necessarily, or at least most conveniently, 
supplied. 

ii. The comparative ease of creating intentional hindrances to 
movement between markets on the part of certain kinds of 
groups of customers. 


I do not think it appropriate to mention here the limitations to 
movement which may be fostered directly or indirectly by public 
utility regulation itself, since these can hardly be reckoned among 
the reasons for the existence of that regulation. 

g. This, then, is the basis of the economic concept of public 
utilities. It is simply that there are certain industries which have 
a tendency to charge discriminating’ prices for their products. 
The political concept is that the evils of regulation of these indus- 
tries are outweighed by the evils of leaving them unregulated. 
This is not a matter that we, as economists, can come to any 
conclusion about. All that we can say is (i) whether this tendency 


sentence. But it is undesirable to attempt a full discussion of the theory of 
individualism in a footnote. Cp. note!, p. 467. ; ; 

1 Some writers do not appear to be troubled by this consideration. 

2 The word is used here, and later, in the sense mentioned in paragraph 5. 
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is specially prominent in certain industries—i.e. whether there is 
a case for the economic concept of a public utility; (ii) whether 
the presence of this tendency would cause certain anticipated 
effects; and (iii) whether preventive regulation would cause 
certain anticipated effects. But the balancing of these effects, 
and the decision that the one outweighs the other to such an 
extent that regulation is desirable ; this is the political case for 
the public utility concept, and one upon which we cannot pass 
judgment. 

(i) The first question has already been answered with reserva- 
tions in the affirmative ; i.e. it has been said that there is a group 
of industries in which prices are noticeably more differentiated 
than in other industries of like public importance. There is, of 
course, no real qualitative difference here, but the quantitative 
difference is so great as perhaps to warrant its being regarded asa 
difference of kind. The tendency to differentiated pricing exists 
everywhere ; but only in certain industries is it extreme. 

The second and third questions, viz. those relating to the evils 
of discrimination and of regulation respectively, do not strictly 
come within the scope of this paper. But economics may be called 
in evidence, although it is not the judge. 

(ii) The chief objections that are usually raised against dis- 
crimination are: 


(xr) It is considered unfair to those customers who pay the 
higher prices. 

(2) When the customers concerned are not final consumers 
but industrial undertakings, it is considered to modify in 
an undesirable manner the distribution of productive 
resources in other industries. 

(3) It is considered to encourage cut-throat competition, 
which is disliked because it is believed to have bad effects 
on continuity and reliability of service and to discourage 
investment that is “ socially desirable.” 


The first two objections are based on mere opinion. The last 
also involves questions of fact, which cannot be settled by appeal 
to historical evidence, as has been attempted by Sidgwick for 
example, and by lesser writers since. Public utilities in their wild 
state are almost as extinct as the dodo nowadays, and the pre- 
history of their captivity is not over-well documented. The 
deductive case for the inevitability of cut-throat competition can 
be made very convincing, as Professors Clark and Davenport 
iter alia have shown; but only on the assumption that the 
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managers of public utilities will act in that “ perfectly competi- 
tive ” manner which normally appears to be an almost exclusive 
speciality of stockbrokers, beaver-hunting savages, and mathe- 
matical symbols. 

But in any case I do not consider that questions of cut-throat 
competition are the real points at issue. They are not what legis- 
lation has primarily aimed at, even if some theorists think they 
ought to have been. In fact, as any study of the American law 
reports and the English statute book will show, the chief aim of 
public utility regulation has been the control of price-differentia- 
tion, or, if the less accurate terminology be preferred, the preven- 
tion of discrimination. Whether this is a desirable aim or not is 
a purely political judgment. 

In considering these objections to laissez-faire in the public 
utility industries I have deliberately omitted mention of certain 
arguments that are very frequently advanced, but that are 
not peculiarly relevant to public utilities. They are, in fact, 
objections to laissez-faire in general. These socialistic objections, 
as we may call them to distinguish them from those which do not 
involve a rejection of the general thesis of individualism,’ include 
the following : 

(x) The desire for “ socially desirable ’’ services that would 
not be provided by unregulated private enterprise, such 
as unremunerative bus services, transport at reduced 
fares for workmen, postal services in country districts, 
etc? 

(2) The desire for the profits of operation or of a share in 
them, “ for the relief of the rates” as it is often attrac- 
tively phrased. 


’ 


Not necessarily socialistic, but socialistic in some cases, are the 
following : 
(3) The desire to keep the regulated industry more up to date 
than it would be under private enterprise. 


(4) The desire to ensure the attraction of the “ socially 
desirable’ proportion of productive resources into the 
industry. 


1] do not believe that there is any thesis of individualism that is universally 
valid. I think that particular actions can only be described as more or less 
individualistic in nature, not absolutely as individualistic or otherwise. And, 
therefore, I do not think it possible to conceive of a ‘“‘ general thesis of individual- 
ism” or of socialism in the way in which a general thesis of anarchism or com- . 
munism might perhaps be conceived. The above phrase must therefore be under- 
stood to mean the general thesis of individualism as this is commonly interpreted 
in Europe and North America nowadays. 

2i.e. “ discrimination,’’ in some senses at least. 
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I do not propose to deal here with such motives. They form 
part of the general case against individualism, with which the case 
for public utilities, as I apprehend it, is incompatible. 

(iii) Whether the results of regulation are better or worse than 
those of laissez-faire in the public utility industries is also a matter 
of purely political judgment, although it may be based on economic 
evidence. The chief objections to regulation are : 


(1) That it tends to hinder progressive management. 

(2) That it may be used for levying hidden taxes on certain 
sections of the community. : 

(3) That it may lead to the establishment of units of manage- 
ment of an uneconomical size. 

(4) That it opens the way to undesirable political influence 
on the conduct of industry. 

(5) That it does not really remedy the evils that it deals with, 
but merely gives them a legal status. 


Perhaps the strongest argument of all would refer to what 
disciples of Marshall might like to call the external, rather than 
to the internal, diseconomies of public intervention. 

The evaluation of these objections, and the comparison of them 
with the objections to laissez-faire, is the office of the politician. 

10. When the case for the political concept has been settled, 
that for the legal concept of public utilities may be considered. It 
assumes that certain industries are to be specially dealt with by 
the Government, and defines the way in which this is to be done. 
It is a matter for the legislator, who principally has the choice be- 
tween permitting and forbidding private operation. Where private 
operation is permitted, it may be controlled as in America or as 
in England, or, conceivably, in other ways. That is to say, there 
are other ways of dealing with public utilities in the political sense 
than by making them public utilities in the legal sense. Therefore, 
if we are speaking as legislators we may legitimately regard public 
ownership as an alternative to, and even as the opposite of, public 
utility status. But if we are speaking as politicians, we shall not 
regard this as an accurate opposition. The opposite of public 
utility status as a political concept is not public operation, but 
the absence of a need for special regulation altogether. The case 
for the political concept of a public utility is the case against 
laissez-faire in certain industries, not the case against municipal 
ownership or any other form of special control. 

11. I should like at this point to anticipate the possible criticism 
that this after all is merely a strife about words, as so many 


1933] THE ECONOMIC CONCEPT OF A PUBLIC UTILITY 469 


scientific discussions are, and that if wandering like Newton along 
the shore of the ocean of truth we have happened to pick up a 
more interesting pebble than ordinary, it does not matter much 
whether we call it a Public Utility or an Oeffentliche Unternehm- 
ung or anything else so long as we call it something. 

I am inclined to agree with the latter part of this statement. 
But I think that it would be misapplied as a criticism of the 
preceding argument. I do not think that all arguments referring 
to “ mere ”’ definitions and other verbal questions are necessarily 
unimportant. A science may not altogether fancifully be regarded 
as nothing but a collection of definitions. That is to say, one of the 
useful things that a science does is to divide things up into groups 
and give each group a symbol, thus saving a good deal of work for 
those who deal with these things afterwards. But the process of 
classification is quite useless if the groups are not homogeneous— 
homogeneous, that is, when judged by criteria suitable to the 
purpose in hand. 

Now I would agree that it does not matter very much what 
symbol is chosen for representing a particular group. I do not 
think that it is absolutely a matter of indifference, because we are 
not the only people who use the language from which we usually 
choose the symbols. In some ways this is a pity. Economics 
might avoid many difficulties if it took a leaf out of some other 
scientific books and launched a campaign of depopularisation, 
calling its concepts by numbers like the stars, or by letters like 
chemical elements, or by the signs of the Zodiac ; or at least by 
strange new names that do not look like ordinary speech, after 
the manner of Professor Irving Fisher. Perhaps it is one of the 
minor faults of economics that it has been too timid in inventing 
new names to fit new ideas. Certainly it has been rather unenter- 
prising in accepting the gift of such an unsatisfactory piece of 
jargon as the term “ public utility.” 

It is easy to see how the term came into existence. For those 
who were concerned with the special regulation of certain indus- 
tries under an individualistic régime, the public interest in the 
industries was naturally their most remarkable, or at least their 
most advertisable, characteristic. But for the economist, the 
public utility of public utilities is a matter of secondary impor- 
tance. For the economist, the peculiar and interesting thing about 
them is their habit of differential charging ; and the term “ public 
utility ”’ fails utterly to indicate this. 

On the other hand, we must remember that the term does seem 
to have the popular ear. We even meet it in Hansard. It would 
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be futile for us to emulate Canute and take to our arm-chairs 
against the sea of usage. All the existing discussions of the matter 
from the economic point of view use the term public utilities. 
We even have—Aorribile dictu—textbooks and journals and chairs 
of ‘‘ public utility economics.”’ If general usage insists that the 
term has this meaning when it already has two quite distinct 
technical meanings besides the non-technical, then we can do little 
about it. It certainly would be very pleasant if economists had 
sufficient influence to be able to make people gradually drop the 
word in this connection and talk about multi-priced commodities 
and multi-pricing industries or something quite unambiguous 
like that instead. Until the world at large is disposed to do this, 
it remains a moot point whether it is worth while for us to do so in 
our private discussions. . . . But it is quite true that all this 
is relatively unimportant. 

This, however, does not mean that all matters of nomenclature 
are unimportant. It may not matter what we call a thing, but we 
must know where it belongs. Even the young lady who did not 
mind whether the poet called her Lalage or Doris made the 
stipulation ‘‘ Only call me thine.”” In Johnsonian terminology, 
we may talk as other people do so long as we clear our minds of 
cant. It seems to me that there is a hint of cant, for example, in 
the argument that coal mines or banks or dairy combines should 
be made public utilities. It seems to me that none of these possesses 
the fundamental characteristic that distinguishes admitted public 
utilities from other undertakings, and that the attempt to deal with 
them indiscriminately for purposes of government control should 
be resisted. 

To recapitulate, I consider that this fundamental characteristic 
is an unusual tendency towards price-differentiation. There is not 
a whit more than this in the strict economics of the matter. A 
secondary characteristic, which some would include in the defini- 
tion of the economic concept but whith is better reserved for that 
of the political concept, is the property of being of considerable 
utility to the public. I do not mean that there is no tendency to 
price-differentiation elsewhere. It is a universal tendency ; but it 
is usually overruled by other tendencies. Neither do I mean that 
some industries are of no utility to the public. All that I mean is 
that some industries are commonly reckoned of greater public 
utility than others. 

Thus some of the factors that bear on the case for even the 
economic concept of a public utility are indeterminate or at least 
variable. This will not appear surprising if we reflect that this 
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case must ultimately be expressed so as to answer some such 
question as: Would public utilities if uncontrolled exhibit results 
significantly different from the ordinary results of individualism ? 
And the answer to this depends, of course, on what is meant by 
“ Significant difference ’’ and by “ ordinary result.” 

12. The economic concept of a public utility is both narrower 
and more fundamental than the political and legal concepts. It 
is more fundamental because the others are based upon it. It is 
narrower because they are not based upon it alone. The economic 
concept asserts that certain industries differ from others in a 
particular way. The political concept asserts that because they 
are thus different, they must be regulated. That is to say, the 
political concept implies the additional notion that the evils of 
regulation are less than the evils of laissez-faire as far as these 
industries are concerned. And the legal concept asserts that 
because they have to be regulated, they shall be called public 
utilities and subjected to the treatment prescribed to public 
utilities in certain statutes. That is to say, the legal concept im- 
plies the further notion that the best way of regulating these 
industries is that which has been adopted in America. But 
whether they are regulated in this fashion or not, i.e. however the 
case for the legal concept may be settled ; and whether or not it 
is felt that they need any special regulation at all, i.e. however 
the case for the political concept may be settled ; the case for the 
economic concept remains, to be settled according to purely 
economic criteria. 

In considering our verdict we shall ask how far the suggested 
definition is a true and complete description of all the industries 
on our list; whether it relates to all the public utilities and 
nothing but the public utilities. 

One set of exceptions has already been mentioned. De minimis 
non curat lex, and some “ discriminating ’’ industries are omitted 
merely because their products are thought to be so unimportant 
that it does not matter how they charge for them. Many sorts of 
personal service fall under this condemnation. The charges for 
other personal services, such as those of the recognised professions, 
are exempt from government regulation because they are regu- 
lated by the sellers themselves in a way that the public regards as 
acceptable. If they did not thus regulate their charges, doubtless 
lawyers and doctors would take their place among the public 
utilities along with gasworks and tramways. 

Another form of differentiation, where the markets are separated 
by national boundaries, is not usually reckoned to put the indus- 
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tries practising it among the public utilities because dumping is, 
by the very nature of the case, usually a matter over which no 
single legislative authority has jurisdiction. 

One rather anomalous case remains for consideration—retail 
trade, other than that of the kinds already discussed. Perhaps 
this is excluded from public utility regulation because retailers 
practise a sort of self-regulation similar to that of the professions 
and the remaining price-differences are usually negligible in com- 
parison with the difficulties of regulation from outside. 

13. All this goes to expose the error of the notion that the 
concept of a public utility has a fixed connotation. Professor 
Glaeser has applied to it an illuminating phrase in describing it 
as a fixed concept with a changing content. Many kinds of cir- 
cumstance may conspire to create new public utilities. They may 
be created simply by a change in opinion. If, for example, we all 
went mad and decided like the Germans to regard opera as a 
national necessity,2, some theatres would become small-scale 
public utilities. Or they may be created by technical changes, 
such as changes causing an increase in the proportion of overhead 
to prime costs. Or, since it is entrepreneurs’ and not “ social”’ 
costs that bear upon this matter, a conversion of prime into over- 
head costs might be brought about by legislation alone. Again, 
new public utilities might be created by an increase in the facilities 
for dealing in isolated markets, whether this was due to policy or 
accident. 

Similarly, any of the recognised public utilities might be 
abolished by analogous changes. And since the whole system of 
public utility regulation is essentially a patch on the coat of many 
colours that we call individualism any general discarding of that 
garment would, of course, do away with public utilities altogether. 
For it is important to remember that the public utility concept 
by no means covers all cases of regulation. 


1i.e. other than in the railway, tramway, electricity, gas, water, postal, 
telegraph, telephone, and allied industries. 2 See note I, p. 458. 
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y The Liverpool Office in London 


By W. O. HENDERSON 


In addition to his public duties a Member of Parliament normally 
finds it necessary to devote some of his time to the local interests 
of his constituents. Few M.P.s would have the courage to emulate 
J. S. Mill, who informed those who invited him to contest West- 
minster in 1865: “ If elected, I should not undertake to give any 
time or labour to their local interests.”” In the days of the un- 
reformed House of Commons and of the unreformed Civil Service 
the opportunities of a Member of Parliament to assist constituents 
were considerable. He approached Government Departments on 
their behalf, he often had a certain patronage at his disposal, and 
if he could do no more he could at least frank his constituents’ 
letters for them. The two Members for Liverpool had to deal with 
so much of this type of business that their thoughtful constituents 
provided them with a London Office and with a Secretary to assist 
them in coping with it. 

In the eighteenth century delegates of the Liverpool Corporation 
or of the mercantile associations had gone to London toassist M.P.s 
in carrying out local business. The Corporation, for example, sent 
two delegates to London in 1789 and 1790 to oppose the proposed 
abolition of the slave trade—and in June 1791 £450 was voted 
for their expenses.! As local Parliamentary business increased, 
the question of setting up a permanent office in London to trans- 
act it was raised. George Canning and General Isaac Gascoigne 
were elected M.P.s for Liverpool in October 1812 and in December 
of that year a reference to a proposed Parliamentary Office in 
London occurs in the Minutes of the American Chamber of Com- 
merce. That body—a recently formed association of Liverpool 
merchants trading with the United States—declined to join other 
mercantile associations in supporting such an office. The Office, 
however, was established at 2 Fludyer Street, and John Backhouse 
was appointed Secretary. In 1814 the Liverpool Corporation 
refused to assist the office financially as it had “ for many years 


1MS. Minutes of the Liverpool Board of Trade (a committee of the Common 
Council), January 27th, 1790, January 29th and June L7th; 1791. 
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past’ had its own agent (Mr. Simon Cock) in London.’ John 
Backhouse, the first secretary, was an able man, and the mercantile 
associations retained his services when he became Canning’s 
private secretary (1816) and then Bathurst’s private secretary 
(1821). In 1823, when Backhouse accepted a Government post, a 
new secretary of the Liverpool Office had to be chosen, and William 
Wainewright was elected on April 4th. He, too, proved to be a 
satisfactory secretary, and he retained the post for thirty-four 
years. He died in October 1857 at the age of eighty.” 

The expenditure of the Liverpool Office was stated to be between 
£700 and £800 in 1857. At first only the mercantile associations 
contributed. Thus the American Chamber of Commerce subscribed 
£50 in 1815, £100 in 1816 and 1817, £150 a year between 1818 and 
1827, and £125 a year between 1828 and 1857. In 1833 the British 
North American Association subscribed £21. The Mexican and 
South American Association was paying £50 a year in 1834, when 
it was decided to discontinue the subscription “‘ in consequence of 
the low state of our funds and the diminishing numbers of sub- 
scribers.”” The Brazil and River Plate Association paid £100 in 
1829. There are records in the accounts of the Dock Board of 
payments by this body to the Liverpool Office in the financial 
year, June 1841 to June 1842, £50 in 1842-3 and £100 in 1843-4. 
The Liverpool Chamber of Commerce was paying {£40 in 1865. 
The Corporation, which had declined to contribute in 1814, paid 
£50 a year between 1824 and 1826, {100 a year between 1827 and 
1842, and £200 a year between 1843 and 1857. But it continued 
to employ other agents for much of its Parliamentary work.‘ 

Considerable information on the work of the Liverpool Office 
exists for the period 1814-36, when Canning, Huskisson and their 
immediate successors were Members for Liverpool. Some of the 


1 MS. Proceedings of the Finance Committee of the Liverpool Common Council. 
pe p- 19 (April 6th, 1814), p. 30 (May 23rd, 1814), p. 296 (September 13th, 
1816). 

2 Liverpool Mail, October roth, 1857, Liverpool Chronicle, October 24th, 1857. 

3 Liverpool Chronicle, October 24th, 1857; Minutes of American Chamber of 
Commerce, September 22nd, 1815, January 13th, 1817, September r7th, 1828; 
Liverpool Office Papers (Wainewright, I, 1823-32, II, 1833-6), W. H. Smith to 
Wainewright, November 18th, 1833, Wm. Cator to Wainewright, January 25th, 
1834, and T. F. Dyson to Wainewright, February 5th, 1829; Liverpool Dock 
Board Accounts (Brit. Mus., 1866, e 11 (2)) ; Liverpool Chamber of Commerce— 
Report of the Council, January 26th, 1866; Minutes of the Common Council, 
Vol. XV, p. 444 (July 7th, 1824), p. 667 (August rst, 1827), Vol. XIX, Pp. 432 
(August 2nd, 1843) ; Minutes of the Finance Committee, Vol. IX, p. 168 (July 
29th, 1836), p. 737 (July 30th, 1841). 

4E.g. the Town Clerk estimated that two firms of solicitors had made a profit 
of over £400 on Corporation business in the year ending with the Parliamentary 
et i oe (Minutes of the Finance Committee, Vol. X, pp. 21-22, November 
23rd, 1838). 
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correspondence of the Office for those years has been preserved. 
The office dealt with three main types of application—first, those 
of persons who desired promotion, posts or pecuniary assistance ; 
secondly, those of individual merchants who had business to do 
with a Government Department ; and thirdly, those of mercantile 
associations or of the Corporation who wanted to petition a 
Minister or a Department. 

There are several examples of applications from or on behalf of 
persons in Government employment who sought promotion. 
Thus a number of Liverpool gentlemen begged leave “‘ to recom- 
mend to the favourable notice of Mr. Canning, Mr. Josiah 
Feryhough, who has filled the laborious office of a tide surveyor 
for this Port for many years past. We consider Mr. Feryhough in 
every way deserving of preferment, and hope an early occasion 
will arise of advancing him to a situation of more emolument with 
less personal risk and inconvenience.”’ (March 31st, 1820.) Other 
applications were in favour of persons in the navy. In 1821 
Canning found it necessary to inform a correspondent that in the 
last three years he had passed on to the Admiralty sixteen applica- 
tions for promotion “ of which so far as I know all but two remain 
unfulfilled.”” Palmerston, too, sometimes lost patience with those 
who wanted other posts. ‘‘ Mr. Sealy’s case”’ (he wrote to Lord 
Sandon on August 15th, 1833) ‘‘isonly that of every man who takes 
a post by storm: after having moved heaven and earth to get the 
office he next sets to work to make it better than he finds it, or to 
change it for one which he fancies would suit him better. I fear, 
however, that Mr. Sealy must divide with the ‘ Contents’.” Mr, 
Sealy was at least in a better position than the unfortunate 
exciseman, who, wrote John Ewart to Huskisson (October 5th, 
1825), ‘“has been deprived of half his income, in consequence of 
the collection of duty upon tobacco being removed from the 
Excise to Customs and his services not being at the same time 
transferred.” 

Those desiring posts under the Government also applied to the 
Office, enclosing testimonials and asking for the support of one 
of the Members of the Borough. Applications for posts in the 
Customs office—particularly as tide waiters and landing waiters— 
were frequent. The following numerously signed letter to Canning 


(April 30th, 1817) is typical : 


| SIR; 
““We, the undersigned, most earnestly solicit your interest 
on behalf of our friend Mr. John Pugh, who has been reduced 
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by great and unforeseen losses in trade. Having every confidence 
in his abilities and integrity we shall take it as a particular 
favour by your recommending him as a landing waiter for this 
port or any other situation that is or may be vacant.” 


Other applicants stood higher in the social scale and had greater 
expectations. Thus Mr. William Hignett successfully applied for 
the position of Riding Surveyor of Hawkers and Pedlars (C. 
Arbuthnot to Canning, April 22nd, 1814). Mi. Stanley asked 
Canning to support his application to succeed Mr. Rigby as 
Comptroller of the Customs at Liverpool (August 18th, 1821). 
Mr. Ross, Chairman of the Mediterranean Association of Liverpool, 
was retiring from business and approached Huskisson in the hope 
of obtaining a Mediterranean Consulate (July 21st, 1829). 

It is somewhat ironical that Wainewright, so busily engaged 
in finding posts for others, was unable to obtain employment for 
his own son. A letter from C. Grant, of the East India Company, 
to Wainewright on this subject at the end of 1830 makes it clear 
that opportunities for patronage were being limited at this time 
“|... IT have not had, since my accession to office, nor have now a 
single appointment of any kind at my disposal. Some months ago 
an order was passed suspending all patronage both at the India 
House and at the Board of Control. This interdict comprises the 
year 1831 and will, it is probable, be extended over subsequent 
years. .. . The many retrenchments now in progress and prospect, 
have signally narrowed the patronage of other departments, as 
they have extinguished that of mine... .’’ (December 31st, 1830.) 

In the years following the Napoleonic wars there is naturally 
evidence of the difficulties confronting ex-service men and their 
dependants. On May 27th, 1824, for example, Palmerston gravely 
informed Huskisson “ that it.is not in my power to further your 
wishes on behalf of Mrs. Wade. The rules of the Service do not 
permit a widow to receive pensions for two husbands... .” In 
1826 Huskisson was appealing to Lord Melville to grant a pension 
or a place in Greenwich Hospital to Lieut. Browne, ‘‘ a fine brave 
veteran, open-hearted and decidedly loyal (though disappointed)”’ ! 
(April 2oth.) 

Mercantile associations corresponded frequently with the 
Liverpool Office. For example, the American Chamber of Com- 
merce made representations to the Customs authorities, through 
the office, on the method of charging the duty on cotton (Van- 
sittart to Canning, December 18th, 1819). The Underwriters’ 
Association complained that after the wreck of a ship on the Welsh 
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coast the goods that drifted ashore had been stolen and Peel, in a 
letter of February 11th, 1824, to Huskisson, promised to communi- 
cate with the local authorities on the subject with a view to securing 
the punishment of the offenders and the prevention of a repetition 
of the offence. G. Irlam wrote to Huskisson on July 24th, 1824, 
on behalf of the West India Association, asking him to pass on to 
the Chancellor of the Exchequer a memorial praying for a reduc- 
tion of duty on British plantation coffee. T. Moore, Chairman of 
the Portugal, Brazil, S. American and Mexican Association, 
complained of the frequency with which packets for Brazil sailed 
later than the advertised time. 

Individual merchants, too, made use of the Office fora variety 
of purposes. The commonest cause of an application was a dispute 
with the Customs authorities. Thus, on October 8th, 1832, James 
Lowe wrote to Lord Sandon on behalf of Messrs. Zwilchenbach, 
whose gum from Senegal had been refused admission by the 
Customs officials on the ground that by the Navigation Code 
imports from Senegal had to come in a British ship or a ship from 
Senegal. Another gentleman had apparently swindled the 
Customs, and Huskisson wrote to Herries about it only to receive 
the discouraging reply that nothing could be done—‘ I am afraid 
his case is a very bad one ”’ (October 4th, 1823).? 

When Wainewright died in October 1857 the Finance Committee 
of the Corporation resolved that it was “‘ not desirable that the 
Council should continue to contribute to the payment of any 
successor to Mr. Wainewright in this office.’ The mercantile 
associations, however, discussed the matter on October 21st and 
decided that the Office should be continued. The Council there- 
upon referred the matter back to the Finance Committee, which 
decided, on November 20th, to recommend the payment of {100 
a year towards the Liverpool Office.*? A meeting of delegates from 
the mercantile associations and from the Corporation discussed 
the matter further on December 30th. There were four candidates 
for the secretaryship—Thomas Baines, H. Bremner, T. Bell and 
R. Tronson (Secretary of the Chamber of Commerce). Baines had 
proposed to continue the Office on his own account, charging a 
subscription of a guinea a year to individuals and five guineas a 

1 These examples of the work of the Liverpool Office are taken from its Papers 
now in the Public Reference Library of Liverpool. Professor G. S. Veitch has 


made use of this material in his paper on “ Huskisson and Liverpool’’ (1929 
—reprinted from the Transactions of the Lancashire and Cheshire Historic Society, 


Vol. 80). 
2 Minutes of the Finance Committee, Vol. XV, pp. 478-9 (October 9th, 1857). 
3 Minutes of the Finance Committee, Vol. XV, pp. 497-8 (October 30th, 1857), 


p. 508 (November 20th, 1857), p. 573 (December 2nd, 1857). 
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year to associations and companies.t He had written a com- 
mercial history of Liverpool, had owned and edited the Liverpool 
Times, was supported by three local newspapers, and was the 
brother of a Cabinet. Minister.2 The delegates appointed him 
secretary? and drew up a detailed list of his duties. The secretary 
was to file certain newspapers and official publications which 
should be available for Liverpool M.P.s, and for members of the 
mercantile associations. He was to perform such secretarial duties 
for the Liverpool M.P.s as they might require. He was to arrange 
interviews for Liverpool business men and for delegates of mercan- 
tile associations and (if necessary) was to represent associations 
on such occasions.‘ There are two important differences between 
these instructions and T. Baines’s proposal. First, while Baines 
had hoped to be the independent organiser of an office to which a 
number of individuals, associations and companies would sub- 
scribe, he became, like Wainewright, the paid servant of the 
Corporation and the mercantile associations and had to follow 
their instructions. Secondly, Baines had not mentioned the per- 
formance of secretarial duties for Liverpool M.P.s, but the in- 
structions made it clear that this was to be one of his principal 
functions. 

Thomas Baines® was assisted first by Vincent Baines and then 
by A. H. Aspinall, who took over the office on Thomas Baines’s 
death in 1881. It was while Thomas Baines was secretary that the 
connection between the Liverpool Office and the commercial 
associations ended. The American Chamber of Commerce, which 
had been subscribing £125 a year in 1857, paid only £25 in 1858, 
£50 between 1859 and 1867, and £21 between 1868 and 1880, 
when payments to the Office ceased. The Liverpool Office came 
entirely under the control of the Corporation. The payment by 
the Corporation dropped from {200 to {100 in 1857, but was 
raised to £200 again in 1859. ~ 

A. H. Aspinall’s instructions show that the activities of the 
office were by this time confined to the Parliamentary business 
of the Corporation. ‘‘ The secretary is to act as the London Agent 
for the Corporation of Liverpool in all Parliamentary business, 
except what is technically called private bill legislation.” He was 


1 T. Baines’s printed prospectus is pasted into the Minute Book of the American 
Chamber of Commerce, Vol. II, October 28th, 1857. 


* Liverpool Chronicle, October 24th, 1857, Liverpool Mail, October 17th, 1857, 
and Albion, October 26th, 1857. 

3 Minutes of the Finance Committee, Vol. XV, p. 593 (January rst, 1858). 

4 The printed instructions are pasted in the Minutes of the American Chamber 
of Commerce, Vol. II, January 15th, 1858. 

5 For Thomas Baines, sce Liverpool Daily Courier, November rst, 1881. 
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to provide a room near the Houses of Parliament and the services 
of a clerk for the use of the Corporation and of the Liverpool 
Members of Parliament. A circular dealing with Parliamentary 
business was to be sent to the Mayor, the Town Clerk and mem- 
bers of the Finance Committee. In 1892 Aspinall’s lease of 
3 Storey’s Gate expired and he had to give up the house. The 
Corporation had rented a room from him and now leased 
23 Abingdon Street from the Ecclesiastical Commissioners for 
twenty-one years. When this lease expired in 1913 two rooms in 
27 Abingdon Street were rented from Messrs. Martin and Co.! In 
1g2r the Liverpool Office was removed to 22 Abingdon Street 
(Sherwood and Co.), where it remains. It may be observed that 
no other Corporation has ever had a London office.? 

1 Minutes of the American Chamber of Commerce, January 25th, 1858, June 
27th, 1859, February 14th, 1867, February 4th, 1869, December 15th, 1880, 
January 25th, 1882; Minutes of the Finance Committee, Vol. XV, p. 508 (Nov- 
ember 20th, 1857), Vol. XVI, p. 134 (November 26th, 1858), p. 229 (May 6th, 
1859), Vol. XXXV, p. 486 (November 25th, 1881), Vol. XLI, pp. 178-9 (1886), 
Vol. XLVIII, p. 465 (February 12th, 1892), Vol. XLIX, p. 63 (June 17th, 1892), 


Vol. XIV (N.S.), p. 121 (December 30th, 1912). 
2S. and B. Webb, English Local Government : The Manor and Borough, II, 
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Book Reviews 


British Monetary Policy. By FrepERic BENHAM. P.S. King & 
Sots 2042.06 Do kro as. 


This book was written in the summer of 1932 when Great 
Britain had been off gold for some nine months, and is adapted 
from Dr. Benham’s Wahrungsmanipulierung in England 1931- 
1932. 

It is divided into three parts—the cause of Great Britain’s 
departure from gold, the consequences of her departure, and her 
future monetary policy. It commands much more serious atten- 
tion than most of the volumes which have appeared since Sep- 
tember, 1931, on these subjects. While it is brief and compact 
and extremely readable, it has the great merit of being inclusive. 
The author has avoided the false simplification of isolating the 
so-called ‘‘ monetary ”’ factors for special study. He has related 
these to the relevant general factors in his problem and succeeds 
in giving an unusually well-balanced description of the general 
economic position of this country in the five years preceding the 
departure from gold. 

While it is scarcely possible to criticise the skilful selection 
which Dr. Benham has made from an unwieldy mass of detail, 
it is equally impossible not to feel that he has used it to overwrite 
his thesis, which is simply that we ought not to have left gold 
in 1931, and that we ought to go back to it at, or near to, the 
old parity as soon as possible. The Pamphlet has a great and 
honoured place in the economic literature of this country from 
the Libelle of English Polycye down to the Economic Conse- 
quences of Mr. Churchill. Dr. Benham almost wins for himself 
a place in this great succession. But not quite. An economic 
pamphlet, to be successful, must be completely self-consistent. 
Every selected fact must tell in building up a single argument 
until it is so overwhelming that the mind of the reader gets no 
peace until he submits to its bludgeoning. Dr. Benham’s argu- 
ment and his facts are at variance. He himself, again and again, 
presents the reader with the way of escape from his own attack. 


} There is an unfortunate misprint in the date of the preface, 1931 for 1932. 
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He tries at the outset to impale his reader on the horns of a 
dilemma. What happened in September, 1931? Was Great 
Britain forced off gold by a sudden panic; or did she abandon it 
deliberately under the pretence of compulsion? Dr. Benham, 
the pamphleteer, clearly inclines to the latter view. But Dr. 
Benham, the economic analyst, produces a long chain of evidence 
to show that his opening dilemma is an unreal one. ‘There was 
no catastrophic occurrence. A long series of events, stretching 
over ten years, led to a situation from which there was no escape 
save the departure from gold. Neither sudden panic, nor a 
machiavellian pretence, is the true explanation. "The economist 
is too sound for the would-be pamphleteer. 

Even the sensational ‘‘ disgrace ’’ of departure from gold with 
the Bank Rate of 4% per cent. does not really materialise. We 
are told that over a series of years the position of London as an 
international Banking Centre had deteriorated, and that 
foreigners were well aware of the nature and the causes of the 
deterioration. We learn that six years of relatively high money 
rates and adverse exchanges had not brought about necessary 
internal deflation. After this we cannot get up any emotion for 
the idea that honour required a 6 per cent. or 8 per cent. bank 
rate before the final break came. Dr. Benham is clearly think- 
ing in this part of his work of high bank rate as a means of 
attracting foreign balances. He has already admitted that 
internal contraction could not have operated quickly enough in 
August and September, 1931, to save us. But Dr. Benham is 
one of that school of thought which has so cogently and correctly 
insisted that all economic quantities are essentially relative in 
character. Surely bank rate is an economic quantity. And in 
the summer of 1931 the Bank of England’s rate was no less than 
200 per cent. higher than the Federal Reserve Bank of New 
York’s rate, and 125 per cent. above those ruling in liquid 
continental countries. 

But shorn of excessive special pleading, Part I remains a 
valuable piece of work. It contains such things as an attempt to 
measure the excess of our overseas lending in the 1925-31 period, 
and some references to the very neglected problem of the part 
which the necessity for financing our internal debt played in the 
break-down of 1931. ‘The conclusion of Part II which attempts 
to measure the gains and losses of our departure from gold, is 
equally decisive. ‘‘ Great Britain’s departure from gold has not 
only retarded world recovery; it has also gravely weakened her 
own economic position and prospects.’’ The reasons given are 
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these. First, she has incurred heavy losses in the real value of 
debts owed to her from abroad; secondly, there has been a fall 
in the relative status of sterling; thirdly, her internal problem 
of restoring flexibility is unsolved; and fourthly, by her action 
depression throughout the world has been prolonged. 

This is an impressive indictment; but does it really stand 
examination? A loss in the real value of overseas investments, 
particularly when a country has been proved to be overlending, 
may of itself be an equilibrating factor. Clearly too much is 
made of this point throughout the book. The duties of an over- 
generous creditor in the depths of a depression are as clear as 
they are unpleasant. On the second point, it is still too early 
to judge of the relative status of sterling, and Dr. Benham is 
not to be blamed for under-estimating in July, 1932, the degree 
of bank liquidation which would be necessary in America and the 
amazing steps that a new President would be prepared to take 
to bring it about. The charge of prolonging the world depres- 
sion cannot be gainsaid. It can, however, be mitigated. The 
charge really amounts to this, that an economically strong Great 
Britain is a stabilising factor in international affairs, and a weak 
one a cause of international depression. If Dr. Benham will 
re-examine British policy since the war, it is possible that he 
will come to the conclusion that-there are at least some grounds 
for believing that her weakness in 1931 was in part the result of 
her attempts to follow a relatively international policy in a world 
growing steadily more and more nationalistic. Some of the 
excessive international issues to which he calls attention were 
political in character, part of a general, even if somewhat ill- 
conceived, plan for reconstructing ex-belligerent and other Cen- 
tral-European countries. It is also possible to show that one of 
the factors influencing the Bank of England in its admittedly 
heinous policy of offsetting bullion exports by open market pur- 
chases, may have been a desire not to increase the admittedly 
strong pull of London on the short balances of the weaker Euro- 
pean countries. At least one economic document of major 
importance, the Report of the Samuel Commission on the Coal 
Mining Industry, warned us against a too drastic reduction in 
costs here, which would result in the worsening of conditions in 
the European coal fields. 

Dr. Benham seems to forget that the return to gold by this 
country in 1925 was the first of a series of steps towards the 
reconstruction of an international economic system. Without 
the lead of London, the arduous and difficult work, which was, 
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by an irony of fate, only completed early in 1930 by the adoption 
of the Young Plan, would never have been carried out. Leaving 
aside the problem of financing our own floating debt, the Bank 
of England was, so far as external policy was concerned, mainly 
pre-occupied in this essential work. In doing it, it gambled on 
the economic strength of the country. Internal difficulties (it 
is significant that Dr. Benham does not mention the General 
Strike of 1926) caused the gamble to fail. But it is possible that 
while playing for such high stakes in this vitally important 
game, high authority was right in believing that the accepted 
rules of the Gold Standard game were largely irrelevant. By 
1930, when technical financial reconstruction was complete, to 
fall back upon them was useless. The bull market in New York, 
the price of American co-operation in the work of reconstruction, 
meant that the work was completed—but too late. It was at 
least a gallant adventure, which might reasonably have been 
expected to rouse the sympathy of so ardent a champion of 
orthodoxy as Dr. Benham. 

But his most important charge against our authorities, and 
the theme of Part III which deals with our future monetary 
policy, is the failure to restore internal flexibility. There can 
be no more important subject for discussion amongst economists, 
and in Part III when he comes to grips with it, Dr. Benham puts 
us all in his debt for his masterly analysis of it. He tackles 
briefly, but pointedly, such problems as sheltered and unshel- 
tered wages—overhead costs, and the general problem of liquida- 
tion. It is most admirably done and demands general attention. 
But here again his conclusions suffer from a too narrow insistence 
upon his general theme, that a return to gold as near to the old 
parity as possible is the sine qua non of reconstruction. 

There is nothing in an orthodox gold standard theory to 
suggest that this is the case to the degree that Dr. Benham 
would have us believe. Given an international freely trading 
system, erected upon a secure foundation of comparative costs, 
after a period of evolution has made the necessary comparisons 
practicable, the gold standard, if its rules are observed, will 
keep that system in harmonious equilibrium. It is futile to 
suppose that the gold standard alone is enough to compel the 
carrying out of a major economic operation of the kind required 
by such sensational changes in the character of the world demand 
as those which occurred in August, 1914, and in November, 
1918. ‘That is the mistake which we all have made in recent 
years, and because we have made it, the gold standard has fallen 
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into disrepute. Those of us who believe, as Dr. Benham so 
clearly does, that we must restore an international trading sys- 
tem, and that the gold standard provides the only practical 
monetary mechanism for such a system, must be the first to 
claim that the gold standard itself is not enough. It is a pledge 
of our intentions to restore flexibility and a constant reminder of 
the urgent necessity for doing so, but the lack of flexibility in 
the system is inherent in technical methods of production which 
any international trading system of the future will most cer- 
tainly use; and no monetary system will be strong enough to 
compel the re-adjustments on the scale which the development of 
extremely costly fixed plant will make recessary. No monetary 
system will accelerate the process of reducing a redundancy of 
fixed plant when the process of bankruptcy merely enables a 
reduction in overhead costs to be carried out with no immediate 
adjustment in the physical volume of plant. It is equally diff- 
cult for monetary policy to compel us to re-organise the whole 
structure of our public utility and transport services which are, 
on Dr. Benham’s own showing, a substantial on-cost for our 
exporting industries. A restored gold standard will make the 
tackling of these and related problems of harmonising our whole 
cost structure more urgent. It may even keep up a desirable 
pressure upon us to do so, but-the case for gold surely cannot 
be put any higher than this, and the necessity for the old parity 
is entirely destroyed. Surely Dr. Benham will agree that that 
flexibility and reconstruction can more easily be brought about 
if we give ourselves space within which to manoeuvre by main- 
taining something like the existing parity of 125s. gold, always 
provided that the American experiment does not lead to a period 
of extreme European gold hoarding. 

This review is exceptionally long because Dr. Benham’s book 
is both stimulating and provocative. It commands attention not 
only because of its conspicuous courage, but also for its method, 
which proves that modern equilibrium economics are not only 
comprehensible, but also more closely related to reality than 
some of its critics would have us believe. 


N> Fear 


Booms and Depressions: Some First Principles. By Irvinc 
FISHER. George Allen & Unwin. Pp. 258. 8s. 6d. 


In writing this book, Professor Fisher has had the lay reader 
in mind. It is meant to be popular, and indeed there is no intri- 
cate or cumbrous argument involved, a factor which would in 
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itself be a recommendation, were the reasoning as penetrating as 
the lucidity of the style. 

From the short introduction it becomes clear that we are to be 
presented with a monetary theory of the trade cycle. ‘ If money, 
by any chance, should become deranged, is it not at least possible 
that it would affect all profits, in one way, at one time?’’ Nine 
factors, nine “‘oscillating factors’ are to be distinguished and the 
theory of the trade cycle is to be written in terms of these nine: 
(1) The Debt Factor; (2) Currency Volume; (3) Price Level; 
(4) Net Worth; (5) Profit; (6) Production; (7) Psychological ; 
(8) Currency Turnover ; (9) Rates of Interest. The Trade Cycle 


may be regarded as a Debt Cycle. ‘‘ Over-indebtedness means 
simply that debts are out-of-line, too big relatively to other 
economic factors.’’ ‘‘ The great disturbances come when debts 


are decidedly out-of-line with practically everything—including 
assets, income, gold and liquidities.’’ Ultimately this general 
over-indebtedness leads to bankruptcies and liquidations and 
perhaps, when it is all over, again to equilibrium, but before this 
course is completed, “‘ distress selling’ brings changes in our 
second main factor, the Currency Volume Factor. Professor 
Fisher then describes how the volume of bank money shrinks 
and the price level falls (factor 3). The process of liquidation 
defeats itself, the ‘“‘ money illusion’’ engenders a ‘‘ vicious 
spiral downwards.’’ This self-frustration process of liquidation 
is, according to the author, the ‘‘ main secret ’’ of depressions, 
and it is this cumulative appreciation of the value of money which 
we must at all events avoid. ‘‘ In a word, if we must suffer from 
the debt disease why also catch the dollar disease ?”’ 

Professor Fisher treats his remaining six factors in a cursory 
manner. We observe a falling off in net worth, profits, produc- 
tion, trade, employment, optimism, and velocity of circulation, 
and ‘‘ deflation is the root of almost all the evils.’’. There is a 
chapter headed ‘‘ Starters ”’ (pp. 44-50) in which the problem of 
the origin of the trade cycle is dealt with. This chapter is very 
disappointing. War debts and monetary inflation are mentioned 
as possible starters of over-indebtedness, but the general conclu- 
sion is that a combination of all sorts of factors may cause over- 
indebtedness—e.g. new banking systems, inventions. There 1s 
no mention of the rate of interest. The last chapter of Part I 
(Theoretical) is a summary and critique of thirteen “ other 
theories ’’ of the trade cycle (pp. 60-7). 

Before attempting to offer a criticism of Professor Fisher’s 
theory of the trade cycle, it might be interesting to state his 
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views on the origin of the present depression, contained in Part 
II (Factual), and his remedial proposals, which form the subject- 
matter of Part III. The author recognises that the whole period 
1923-9 was a boom period, and, in fact, he designates these six 
years as inflationary. ‘‘ One warning, however, failed to put in 
appearance—the commodity price level did not rise; this was 
partly because trade had grown with the inflation, and partly 
because technological improvements had reduced the cost so 
that many producers were able to get higher profits without 
charging higher prices.’’ ‘This last quotation is of the utmost 
import, and yet it is difficult to believe that the author has 
realised the significance therein, for he is as ardent a stabiliser 
as ever. The origin of the ‘‘ over-indebtedness ’’? which leads 
up to the present crisis is to be found in dangerous borrowing 
of corporate financing and the “ high-pressure salesmen of 
investment bankers.’’ 

Palliative measures, Professor Fisher admits, are difficult to 
effect in the depth of the trade depression, and he does not 
support government works plans, forcefully stating that such 
schemes do not touch even the outskirts of the real problem. 

A popular treatment of industrial fluctuations seems 
doomed to failure, if only because it must take for granted 
almost the whole field of theoretical analysis, certainly that 
extensive and intricate section called the theory of capital. And 
a scientific treatment of industrial fluctuations is hardly likely 
to be popular since, at the present time, while we are able to 
say something about the origin of a theoretically conceivable 
boom and its subsequent break, and in the light of this, perhaps 
something about an actual boom, it is by no means possible in 
the present state of our investigation to lay down precepts of 
central banking policy designed to hasten recovery. 

Professor Fisher’s analysis takes no account of what other 
writers have regarded as one of the* most patent symptoms of 
the trade boom—‘ increased activity in the constructional in- 
dustries ’’—as it has so often been termed. In Booms and 
Depressions we have a monetary theory of the trade cycle 
which does not deal with the effects of increased flows of money 
upon the capital structure of the economy. When “‘ debts are 
decidedly out of line’’ no reason is given for this disequili- 
brium, nor are we told the nature of the disparity. There is 
no description of the effect of an expansion of credit, or of the 
means whereby this is made effective—namely, the rate of 
interest. : 
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“ Over-indebtedness’’? is hardly a felicitous word, but 
nevertheless it is undeniable that here Professor Fisher has 
pointed to the dominant symptom of trade fluctuations. A large 
scale failure to meet commitments means, providing that a 
reasonable standard of business honesty prevails, that there has 
been some factor present which has upset estimations on an 
equally large scale. What are these commitments? ‘They are 
promises to repay loans which have been used to form real 
capital. Why should these investments prove to be relatively 
unprofitable? This is the main question which requires an 
answer. The reviewer believes that the well-established concept 
of forced saving, coupled with a knowledge of the intimate rela- 
tionship between intertemporal values and the real preferences 
which must direct any free exchange of economy, will at least 
provide the necessary solid basis upon which to build a theory 
of industrial fluctuations. 

But what about the stable dollar? Once it is realised that 
equality of the equilibrium rate of interest and the money rate 
through time does not allow of the inference that the money 
price index of any class of goods will remain stable, it is diff- 
cult to see how it can be advocated that a stable index will 
ensure uniform progress. ‘The rate of interest is the unique 
determinate of the direction of investment (abstracting from 
risk) and not simply a part of cost, as the Banking School erro- 
neously conceived it. It would appear as if in Booms and 
Depressions Professor Fisher were concerned with this aspect, 
as well as with the distinction between the real as opposed to 
the money return from investment. 

These considerations are perhaps beside the point, since a 
stable price level of final commodities for a ‘“‘ long ”’ period can- 
not be achieved by banking policy, if only for the reason that 
banks are not the sole controllers of the volume of effective 
money. Individuals vary the balances which they hold on cur- 
rent account. Velocities cannot be neglected and their deter- 
minants, the size of balances, are not wholly a function of 
central banking policy. If we cannot subscribe to a price level 
policy, we can at least agree with Professor Fisher that to 
include securities in the price index would be a better guide 
than a general index which neglects them. It is madness to 
exert no credit restriction because the commodity price level is 
not rising when at the same time security prices bound upwards, 

RALPH ARAKIE. 


H 
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The Arts in American Life. By FREDERICK P. KEPPEL and 
R. L. Durrus. McGraw Hill Book Co. Pp. 227. 15s. 

This is one of the series of monographs published under the 
auspices of ex-President Hoover’s Research Committee on Recent 
Social Trends in the U.S.A., and forming part of the material 
out of which that Committee prepared its final report. America 
is not usually thought of as a home of the creative arts, but in 
this study it is the social rather than the esthetic aspect of 
the subject that comes under consideration. ‘The picture that 
the authors draw for us with a wealth of .tabulated statistics 
(impressive as only American statistics in monographs of this 
sort can be) is that of a community with a strong acquisitive 
and collectors’ instinct, a highly developed and growing 
machinery of art education, and an almost total absence of 
plastic and pictorial creative genius, except in the domain of 
architecture. During the year before the trade slump the United 
States imported some £15 millions worth of ‘‘ art goods,’’ which 
were resold within the country at about three times their 
imported value! One hundred and thirty-three thousand per- 
sons were engaged in ‘‘ art’ as an occupation, more than half 
of whom were musicians, and nearly 200,000 art students 
registered at the thirty largest colleges and universities. 
Americans are, indeed, making-increasing use of the vast pro- 
vision of facilities for training in the practice and appreciation 
of art; but both the aim and the methods of their art education 
are still uncertain, and the chief outlets for artistic creative- 
ness remain commercial. ‘The traditional factors in America’s 
social development—early Puritan influences, the assimilation 
of so many different immigrant racial strains, the gigantic size 
of the country, and the concentration upon machinery as a 
means to the accumulation of wealth—all make an environment 
decidedly unfavourable to the flowering of most forms of artistic 
genius. Only architecture, which Messrs. Keppel and Duffus 
rightly describe as ‘‘ America’s most distinctive contribution to 
» the arts,’’ finds them congenial; and since the concentration of 
wealth and population in great cities (however much to be 
deplored) is likely to continue, American influence in this sphere 
will become stronger, stimulated by rapid improvements in 
transport and by the evolution of ideas of regional planning. 
Meanwhile, in the fine arts, it cannot be said that any distinc- 
tively American note has yet been struck. Indeed, ‘‘ it must be 
admitted that for the overwhelming majority of the American 
people the fine arts of painting and sculpture, in their non-com- 
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mercial, non-industrial forms, do not exist.’? Only in advertis- 
ing and commercial design can the artistically creative American 
find satisfactory and typical expression. The theatre, on its 
commercial side, is also shown to be in a weak state; but 
amateur drama, in America as in Britain, has grown so rapidly 
in the last decade as to make good, in vigour, much of what 
the commercial theatre has lost. Messrs. Keppel and Duffus 
also touch, in their survey, upon radio and the cinema, but have 
little that is new or striking to say about their artistic value. 
They surely lose an opportunity here, for some assessment of 
the cultural effect of these inventions, particularly of the latter, 
on standards of taste (other than music, which is dealt with), 
would have been valuable. 
R. S. LAaMBeErt. 


The Metropolitan Community. By R. D. McKenziz. McGraw 
J Hill Book Co. Pp. 352. 21s. 

This book is one of a series of monographs prepared under 
the auspices of ex-President Hoover’s Research Committee on 
Recent Social Trends in the U.S.A., and contains some of the 
evidence on which its report was based. The author’s argument 
is that the advent of motor transport has produced a new type 
of local community. In earlier periods cities followed rather 
than directed the spread of population, but from the close of 
the nineteenth century their increasing wealth and population 
enabled them to play a new réle. The course of rural settlement 
was more and more determined by their growing demands for 
raw material and specialised agricultural products. The city 
thus acquired a new range of economic and social functions 
which it performs for the surrounding rural territory, villages 
and towns being drawn into ‘‘ metropolitan communities.’’ 
Ninety-six metropolitan centres are distinguished and statistics 
presented to show their increasing share of wholesale and retail 
sales, to suggest that their occupational structure is becoming 
more uniform, and giving other evidence of rising material 
standards. ‘The competition between the great centres for the 
control of territory is examined, e.g. between New York and 
Chicago for the South, as well as the growing specialisation 
within them. The author has endeavoured to establish each 
phase of this development and functioning quantitatively. 
Every source of statistical detail seems to have been ransacked 
for information bearing on his thesis. No topic has been too 
large or too small to escape statistical notice, and we are pro- 
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vided with tables respecting the growth of population, the geo- 
graphical distribution of retail sales, the total area of street 
pavement laid in 201 cities, and the number of automatic control 
elevators in apartment houses. The movements of every straw 
which might show the direction of the current have been care- 
fully recorded. 

The book as a whole exhibits both the weakness and strength 
of American sociology. It is a natural consequence of an over- 
wide definition of the subject as a science dealing with the forms 
and modes of social relationships, that there should be strained 
attempts at discovering and labelling new types of such 
relationships. The book is not free from defects of this kind. 
And surely there has been some misplaced labour. For example, 
the knowledge gained from the elaborate tables showing the geo- 
graphical distribution of ‘‘ registrants in Who’s Who ’’ does not 
seem worth the great pains which must have been bestowed upon 
them. On the other hand, the book contains many suggestive 
sidelights on particular problems. Those engaged in retail 
distribution will find the statistics showing the division of sales 
between department stores, chain stores and other agencies very 
interesting, and in particular the table on page 73 showing the 
size of the towns in which different types of specialised shops 
are likely to appear. The town planner engaged in zoning will 
be interested in some of the data respecting the relation of shops 
to population, as well as in the attempts to measure the rate 
of urban land sales. The map showing the United States 
divided into ‘‘ newspaper territories ’’ should please both news- 
paper proprietors and those who want to understand the currents 
of American opinion. There are some ingenious maps and dia- 
grams, e.g. showing the sale of tickets from common points in 
the South to New York and Chicago (p. 136), or showing 
“freight cost distance ’’ from Chicago (p. 151), and the series 
showing the sales and use of urban sites. One wishes that a 
few of these experiments could be made with data relating to 
Britain. P. Forp. 


Child Labor. Report of the Committee on Vocational Guidance 
and Child Labor of the White House Conference on Child 
Health and Protection. New York: The Century Co. 
Pp. 533. 
This large volume contains the report of the Sub-Committee 
on Child Labor. The book is confined to the legal aspect of 
the protection and employment of young workers. ‘The educa- 
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tion, recreation and other problems affecting children are dealt 
with in another volume. 

The figures used are mainly those of the 1920 Federal 
Census, that is nine years before the economic depression swept 
over the United States. In 1920 rather more than a million 
children between ten and fifteen years of age were working for 
wages, no figures are obtainable of the number under ten years 
of age, although it was known that in certain occupations, 
especially agriculture and street work, the number was not 
inconsiderable. 

All American investigations are made difficult by the 
division of function between the Federal Government and the 
States. There is no uniformity in collecting statistics and 
great diversity in the conditions of work and labour in the 
different States. There must necessarily be immense differences 
in the type of employment in different parts of an area as 
large as that covered by the United States; but it must also 
be remembered that the employment of children is affected 
by the educational laws, which are outside the scope of this 
volume. There is, for instance, no uniform age throughout 
U.S.A. at which children can obtain their working papers, 
and different States have varying regulations as regards the 
part-time employment of children still attending school. 

Under these circumstances detailed conclusions cannot be 
drawn, but certain instructive and definite tendencies stand out. 
The inquiry into the ‘‘ causes for child labour’”’ throws an 
interesting light on social thought in America. Two reasons 
for the employment of children are given: 


(1) Poverty of the parents; (2) Dissatisfaction with school, 
or inability to do school work. 


It is impossible to estimate the relative importance of these 
two factors. All the evidence points to the fact that in the 
majority of cases the fathers of children who work are unskilled 
labourers, or semi-skilled factory operatives, and that if the 
families could live in reasonable comfort without the earnings 
of children much child labour would be eliminated. State 
aid to widows seems to have been successful in making it 
possible for the large number of fatherless children to remain 
at school. 

(2) Various inquiries into the reasons why children leave 
school at an early age state that from one-fifth to one-half of 
such withdrawals are due to dissatisfaction with the school. 
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Dull children have found themselves unable to keep up with 
their classes, or children of normal intelligence have lost 
interest in abstract learning. ‘This cause will be minimised 
as educational systems become more elastic to meet the demands 
of individual children. 

But surely these causes must be to some extent interdepen- 
dent in so far as parents think it worth while to make greater 
efforts to educate a clever child than a dull one. 

Comparison with conditions of juvenile employment in this 
country and U.S.A. emphasise the differences in the nature 
of employment. In this country there is usually more unem- 
ployment among boys than girls, and in most States of America 
the reverse is the case. In 1920 61 per cent. of the children 
employed in America were doing some form of agricultural 
work; of the non-agricultural workers 50 per cent. were 
employed in shops and factories, and 20 per cent. were clerical 
workers and messenger boys. It is reported that ‘‘ almost all 
the children are employed in jobs that are absolutely unskilled, 
mechanical and monotonous in the extreme.’ 

The difficulty of adequate protection of child workers in 
America is obvious, and also the unsatisfactory conditions 
under which many children are suffering. In agricultural 
districts the problem is particularly difficult to solve as many 
children are working with or for their parents; the hours 
of work are frequently incredibly long, school attendance 
irregular and unsatisfactory, cases are reported in which 
children of six years of age have worked ten hours a day. 

There is also the question of the migratory child workers, 
who are often not included in the school census. If children 
migrate to another State temporarily, must the State extend 
educational facilities to these non-resident children? States 
act differently on,this point. New Jersey and Maryland, for 
example, wash their hands of the non-resident, while California 
and Wisconsin try to keep such children at school wherever 
they are. 

The theatrical and film industries present many startling 
examples of uncontrolled exploitation of children. The 
Children’s Protection Association of Chicago reported in 1929 
that a group of children from six to twelve years of age was 
found entertaining at a cabaret at 3 a.m.; and that a little girl 
of ten did an acrobatic dance in a roadhouse outside Chicago 
at r a.m. Children who are being trained for the films or 
the stage work incredibly long hours, and the control of their 
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work, and their education, especially when on tour, is totall 
inadequate. : : 

It must be remembered that this volume is a collection of 
reports—it does not attempt to cover the ground or to give ai 
complete survey of the problem. Parts are therefore much 
more detailed than others—some aspects are left over for further 
study, the reader will undoubtedly need to consult the report 
on Education in order to gain moré information in the method 
and extent of co-operation between Education Authorities and 
Labour Authorities—which is scarcely touched on. The British 
reader may be confused by the differences in administration 
of the different States, but these very differences illustrate the 
experiments which are being made in working out a system 
of adequate protection. The detailed table of contents and the 
very full index add greatly to the utility of the report for 
purposes of reference. 


E. V. EcKHARD. 


The Portuguese Bank Note Case. By Sir Ceci, KiscuH. Mac- 
millan. 1932. Pp. 284. tos. 6d. 


Sir Cecil Kisch’s book is an exhaustive study of the case which 
resulted in a loss to Messrs. Waterlow and Son Ltd. of £610,392. 
The book is divided into three parts. ‘‘ The first sets forth the 
story. ... The second part reproduces, without comment, the 
substance of the judgments of the three courts in London which 
dealt with the case... . The third part scrutinises from an 
historical and economic standpoint the financial effect on the Bank 
of the illicit note issues and indicates the conclusion to which this 
scrutiny leads.”’ 

Most interest for the economist, therefore, lies in Part III; but 
the circumstances of the case were such that anyone may find 
an evening’s interesting reading in the story which occupies 
the first eighty-four pages. For the swindle was remarkable not 
only for its scale; but also for its novelty and the thoroughness 
of the plan. So far as we know, only one slip was made (pp. 
20-1); but that was remedied before any damage could be done 
apart from the possibility of arousing Waterlows’ suspicions. 
Even the post office, at some point between Waterlows’ office and 
the Bank of Lisbon, was subject to the criminals’ intervention. 
The idea of using forged notes to buy a controlling interest in the 
Bank before the fraud was discovered was certainly a master- 
stroke which might, in Portuguese conditions, have led to the 
fraud never coming to light. Reading the story as told by Sir 
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Cecil, it is impossible to question the finding that the printers 
were negligent. It is likewise impossible to credit the claim of 
Alves Reis (quoted without comment on pp. 83-4) that he alone 
was the criminal, and that all the others were his dupes. 

Part II has little direct interest for the economist, though the 
author has undoubtedly edited the material extremely well. The 
judges were faced with a most difficult problem in the solution of 
which they were not aided by any economist’s evidence. Perhaps 
their judgments might have been different had they been so 
aided. : 

Part III contains a re-examination, from the economist’s point 
of view, of the fundamental question of the measure of the loss. 
The gist of the argument is in Chapters XI and XIII (and might 
usefully have appeared as an article). It seems that the lawyers 
were misled by the accountancy system in the use of which 
Central Banks naturally follow other businesses. An incon- 
vertible note, being the only legal tender at the Central Bank 
itself, is not really a liability at all. 

The possibility of real loss to the Bank is shown (pp. 200-1) 
to depend on ‘‘ what the Bank’s policy was. ... On this crucial 
matter the evidence was a complete blank.’’ The author’s own 
conclusions after his examination of the vital considerations are 
summarised on pages 222-223. Broadly speaking, he concludes 
that the Bank lost nothing, but that the people of Portugal lost 
to the extent of the forced saving which was inflicted on them 
by the spurious issue of notes. ‘‘ The recoveries from different 
quarters have yielded a measure of redress equivalent in the 
aggregate to the injuries suffered, but it can hardly be main- 
tained from a financial point of view that the distribution of 
the indemnities has any particular correspondence with the 
incidence of the pecuniary losses’ (p. 271). This conclusion, 
it will be noticed, conflicts with that of Mr. Hawtrey (Economic 
Journal, September 1931); but the present reviewer finds Sir 
Cecil Kisch’s arguments more convincing that Mr. Hawtrey’s. 

R. S. SAvERs. 


Les Systémes monétaires contemporains. By G. Damoucxror- 
PERRON and A. Boccon-Grpop. Paris: Sirey. 1932. Pp. 
vit173 + xix. 

Despite M. Rueff’s commendation in his Preface, this book 
is virtually a dictionary of contemporary monetary systems. 
As such it is undoubtedly a useful little volume to have at hand. 
There is, however, a preliminary section (of 11 pages) called 
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“ General Notions on Metallic and Fiduciary Money,’? which 
attempts to cover the ground of an elementary text-book on 
Money. 

The preliminary section inevitably suffers from extreme com- 
pression. It begins with the general definition of Money, then 
proceeds to describe Metallic Money, Fiduciary Money (i.e. 
convertible paper money) and Paper Money (i.e. inconvertible 
paper money). The section on Metallic Money repeats the 
usual text-book list of the advantages of the precious metals as 
money. I suppose a few more years must roll before portability 
and divisibility are dropped from that list. For the rest, the 
section contains more ex cathedra statements than logic. It is 
strange to learn that the Latin countries were able to maintain 
a bimetallic system in the nineteenth century “ solely because 
their money markets served as intermediaries between Great 
Britain (a gold area) and the German States (a silver area) ”’ 
(p. 3). Likewise that the value of depreciated paper money is 
determined ‘‘ by the probability, more or less near, of converti- 
bility being restored.’’ Are the years 1919-27 so soon forgotten 
in France? And what are the authors’ reasons for such decided 
rejection of the fiduciary system of note issue? 

Coming now to the main body of the book we find every 
country in the world treated, the monetary laws of each being 
neatly summarised. For a few countries there is also an 
historical sketch. The arrangement is mainly one of alphabetical 
order of countries in each continent. ‘This has the disadvantage 
of separating Scotland from ‘‘ Great Britain’’ (!) by several 
pages. Ireland again is separate. Yet the Japanese and French 
colonies are to be found with their mother countries. There are 
several minor faults. On page 60 the impression is given that 
in England now £5, £2, 41, and ios. gold coins are all issued. 
The provisions of the 1928 Act which regulate changes in the 
Fiduciary Issue are not quite accurately stated. The Canadian 
system is on the whole well described; but the ‘‘ Finance Act 
issue’? is omitted. A catalogue which includes the Vatican, 
Liechtenstein and Saint-Marin, and which devotes a page and 
a half to the Philippines might have given more than one page 
to India in order to give a correct picture. The inadequacy of 
the description of the Indian system is, however, easily explained 
when, on examining the very long bibliography, the reader finds 
that under India neither the Hilton Young Report nor Keynes’ 
Indian Currency and Finance are mentioned. 

There is (on pp. 34-8 and in Addenda i) a short legal history 
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of the Latin Monetary Union. The absence of any economic 
background (as everywhere else in the book) makes the account 
uninteresting as it stands; but it is something to have the dry 
bones of the legal history in such a convenient form. 

In Addenda ii there is an account of the 1931-2 exchange 
restrictions in 32 countries down to May 1932. 

The book is naturally not a book to read. Let the English- 
man ignore the preliminary section which is undoubtedly an 
excrescence, useful to nobody. But he would be stupid to allow 
that to deter him from using, as a reference book, the result 
of the encylopzedic efforts of MM. Perron and Gibod. 

R. S. SAVERS. 


Man’s Adaptation of Nature. By P. W. Bryan. University 
of London Press. 1933. Pp. 386. 16s. 


Dr. Bryan’s thesis may be briefly, if baldly, stated. He 
seeks to envisage a philosophical conception of the study of 
geography, the central core of which he finds in the fact that 
“human activity, which takes place to satisfy human desires, 
adapts and modifies Nature and is itself adapted and modified 
by Nature.’’ In result, what was initially a natural landscape 
is transformed by a varied complex of human phenomena— 
cities, routes, cornfields, etc., which form the elements of the 
‘“cultural landscape.’” On the cultural landscape, that is to 
say the purely human features of the countryside, the 
geographer must first concentrate his attention; in it he per- 
ceives, as it were, photographically, objective visible facts 
which he can accurately describe; moreover, these very facts 
indicate and define the problems of interrelationship between 
man and his natural environment which it is the business of 
the geographer to investigate. In the light of all this Dr. 
Bryan proceeds to classify various types of cultural landscape, 
and to show how these may be studied in relation to the purely 
physical factors of the environment. In fine, geography should 
begin with man and the visible signs of his presence on the 
earth’s surface; it should then from this vantage-point seek 
to explain the cultural landscape in terms of the many factors 
of climate, geology, soil, relief, etc., which comprise the 
natural landscape. 

Modern geographers are unlikely to challenge, since it largely 
represents orthodox belief and practice, the view that human 
geography should form the central purpose and focus of 
geographical study. They recognise clearly enough the truism 
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that man largely refashions the physical setting which is at 
the same time conditioning his activity. There is little 
substance in the criticism, to which Dr. Bryan alludes (p. 368), 
that geographers are at sixes and sevens as to the content and 
purpose of their subject: the diverse conceptions which are 
expressed in geographical work illustrate rather the newness, 
breadth and vitality of a subject to which specialists in many 
fields are called upon to contribute. Nor are modern geographers 
likely seriously to challenge the utility of the line of approach 
which Dr. Bryan urges, providing that it is recognised as one, 
and not as the only, effective line of approach. A variety of 
methods may with equal justification be employed in order to 
establish the relationships implicit in human geography. Each 
method (with its own peculiar virtues and defects, must be 
judged by its results. It is not very important whether, in 
his study of the human geography of a region, the geographer 
begins from the cultural or from the physical landscape as 
his starting-point. In either case he must make some 
preliminary survey of his region in both its physical and human 
aspects and formulate clearly the problems which he will seek 
to solve. Whether he starts with man or with the structure 
of his region, he will tend to collect data, some of which, upon 
reflection, he will have to discard, since it has no strictly 
geographical value. By the time-honoured approach from the 
physical setting the geographer has to guard -himself from 
including more geological description than is strictly relevant 
to his geographical purpose ; similarly, by the cultural landscape 
approach he must avoid including sociological facts of no 
geographical significance. Is it as straightforward a matter 
as Dr. Bryan suggests to describe scientifically the cultural 
features of a landscape? What features are to be selected, and 
what measuring-rod employed? Why, for instance, waste time 
in noting the distribution of dentists in a town? (p. 81). More- 
over, in his insistence on an approach from the human side 
Dr. Bryan tends to rehabilitate the duality of man as distinct 
from his environment which modern geography has very largely 
abandoned. After all, the ‘‘ natural ’’ landscape is a fictitious 
and abstract quantity, as unscientific a concept as that of the 
cultural landscape is claimed to be scientifically precise: the 
so-called ‘‘ natural’’ landscape is the product of countless 
centuries of human occupation and modification, so that soils, 
vegetation, drainage, etc., have all been tampered with by man. 
It is well to have long left the old position that the physical 
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environment mattered above all, since it held man, as a passive 
tool, in bondage, but it is important to avoid transforming 
human geography into a somewhat jejune, pseudo-sociological 
survey of human distributions. Too great an insistence on the 
cultural landscape approach may tend to mask the fundamental 
geographical conception of a region as a complex, interrelated 
whole, in which man and his environment are inextricably woven 
together. 

Dr. Bryan’s work is abundantly illustrated by photographs 
and maps, and may appeal to the general reader who is interested 
in the geographical aspects of contemporary life in England and 
North America. For the geographer it suggests, by the classi- 
fication and explanation of typical landscapes, an attractive 
method of presenting human geography which can supplement 
treatment by the regional method. In addition it raises the 
question whether the study of typical cultural landscapes may 
lead to results of a formally scientific order. It may be recalled, 
however, that the attempt made a generation ago by Dr. Semple 
to classify as types the human geography of physical regions, e.g. 
mountains, plateaux, plains, islands, failed utterly : the diversity 
and complexity of the geography of each typical region defied 
this formal simplification. 

One further point. Dr. Bryan advances as a philosophy of 
geography the study of present-day cultural landscapes. 
Exponents of human geography will welcome his insistence on 
the human agent in geography. ‘They may, however, following 
Sir Halford Mackinder, as Dr. Bryan himself does, urge that 
the true philosophy of geography conceives a four-dimensional, 
space-time geography ; since the human geography of the present 
cannot be fully explained and understood except in terms of 
the human geography of the past. 
= W. G. East. 
Statistics in Theory and Practice. By L.. R. Connor. Pitman. 

5042. PD. eXVit 371. 1 oS. Oa. 


This is essentially a text-book on elementary statistical 
methods and their application. It is eminently suitable for 
all students reading for professional examinations, and for 
university degrees in Economics or Commerce, which include 
papers in elementary statistics. In particular, it meets the 
requirements of those students whose business in later life 
will include the handling of social, economic or business 
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statistics, and also of research students investigating general 
or specialised social problems. 

Of the two main sections of the book, the first provides a 
description of the methods needed by a practical statistician 
in the general course of his work, and also an indication of 
some of the specialised methods necessary for the tackling of 
more intricate problems. Since the book is not designed for 
biometricians or psychometricians, the methods deal with mass 
phenomena, either with information given in complete form 
or with large samples from a larger ‘‘ population.’? A con- 
sideration of the problems of collection, measurement, classifica- 
tion and tabulation of statistical data is followed by an account 
of the methods of summarising and comparing frequency 
groups by means of averages and measures of dispersion and 
skewness. The methods are treated on a simple algebraic 
basis, and the mathematical proofs have been simplified as 
far as possible. Finally, the more difficult problems of index 
numbers, of correlation and of the normal curve of error and 
sampling are dealt with simply, but adequately, in general 
terms. Of necessity, the specialised mathematical theory of 
these problems is omitted and much has to be taken on trust. 
The difficulties are not, however, unduly glossed over, and 
sources of the complete mathematical treatments are usually 
indicated. Much attention is paid to the often lengthy arith- 
metical processes that must be carried out, and the most con- 
venient arrangements of the work, utilising ‘‘ short-cut ”’ 
methods, are clearly described. Well-chosen numerical 
examples are used throughout to illustrate the processes. 

The exposition could be improved in certain matters of 
detail. Insufficient stress is laid upon the approximate nature 
of the arithmetic mean and the median when calculated from 
grouped data. The term “ statistically significant’ is used 
at several points without an adequate definition of its meaning 
being provided, and, in giving the ‘‘ probable error’”’ of an 
average in sampling, it is not clearly indicated that the distri- 
bution of the average is approximately normal and that the 
table of the chances of the normal distribution can, therefore, 
be used. Further, in consideration of the fact that calculating 
machines are now in fairly common use, more indication could 
have been given of the methods of setting out numerical work 
in a form suitable for computation on machines. 

In general, however, the only obvious weakness of this 
section is the author’s treatment of Time Series, the graphs 
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of which he calls ‘‘ historigrams.’? In an early chapter on 
Graphs, a very brief account is given of the graphing and 
comparison of time series, and of the method of moving 
averages for the isolation of a trend. ‘The latter important 
method is illustrated by only one rather unsatisfactory 
example, unsatisfactory since the trend obtained by the moving 
average needs to be ‘‘ adjusted ’’ by freehand methods. No 
reference whatever is made to methods for the isolation and 
elimination of seasonal variation (surely of great practical 
importance) or to the difficulties that face the investigator who 
requires a measure of the correlation between two time series. 
On the other hand, in a later chapter on Interpolation, the 
method of curve-fitting by ‘‘ least squares’’ is considered at 
some length, both algebraically and numerically. This seems 
hardly necessary since the method is surely one reserved by 
the practical statistician for ‘‘ special occasions.”’ 

The second section of the book is concerned with sources 
of statistical data on matters such as Population, Prices, 
Finance, Wages and Employment, Trade and Production, ete. 
The account given is restricted, to an unnecessarily large 
extent, to the data provided, officially or otherwise, in the 
United Kingdom, but the available statistics and their limita- 
tions are adequately described within these limits. An excellent 
feature is the inclusion, as illustrations, of tables (or parts 
of tables) taken from actual publications such as the Statistical 
Abstract and the Ministry of Labour Gazette, and presented in 
their original form. The section is rounded off with two 
chapters on business statistics and ‘‘ barometers ’’ of business 
activity. 

The general approach of the author can be summarised in 
his own words. ‘‘ The application of quantitative methods to 
sciences like biology and sociology has,necessitated the develop- 
ment of a special technique, in which elasticity is gained at 
the expense of the precision (characteristic of sciences like 
physics).’? But ‘‘ there is no need to be mystified. Statistical 
methods are simple, and depend upon the consistent application 
of common sense.’?’ ‘The author does well to emphasise the 
essentially simple and common-sense nature of statistical 
methods, their elasticity and the necessity of their consistent 
application. It will be surprising if this extremely competent 
text-book fails to achieve an extensive popularity. 


R. G. D. ALLEN. 
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The Economics of Accountancy. By JoHN B. CANNING. Ronald 
Press, “Pp. 356. $5. 

With the growth of Public Utility Regulation a realisation of 
the economic aspects and limitations of accounting technique 
assumes increasing practical importance. Many of the difficulties 
which arise in this sphere can be traced to an inadequate compre- 
hension of the economic, as distinct from the technical, aspects of 
accounting practice. Any attempt, therefore, to bridge this gap 
is to be welcomed. 

This book sets out to discuss those parts of accounting which 
are of interest to the economists, and can be divided into three 
sections. The first deals with the difficulties involved in the 
concepts of assets and liabilities. The second is concerned with 
income, and a chapter is devoted to a discussion of Irving Fisher’s 
theory of income, which is found to lend itself to statistical 
expression in the form of double-entry book-keeping though it is 
not confined within the limits of accounting technique. 

The third part deals with the problems involved in the valua- 
tion of assets and is the most interesting section of the book. 
On the problem of inventory valuation, Professor Canning 
argues that ‘‘ cost or market’’ may not always be the best 
indication of future prices and receipts and suggests giving not 
only cost and market but also a figure representing the 
estimated sales less costs (including interest) of selling the 
stock. 

The practice of accountants in carrying assets in the Balance 
Sheet at original cost less depreciation has frequently been the 
subject of criticism by economists. This practice, however, 
as Professor Canning shows, is due not to a particular theory 
of value held by accountants, but to statistical difficulties. The 
‘“* prudent investor ’’ principle of valuation is accepted by most 
accountants on the grounds that the price actually paid for a 
machine is generally a more reliable index of its value than, 
an estimate of what it would cost to produce the service with 
the newest machinery. Professor Canning argues that “‘ no 
asset can be worth more than the like services could be had 
for by some alternative means’’ (p. 252). But he is a little 
difficult to follow when he contends that a substitute is only 
available if it pays to scrap a machine now. It is certainly not 
true that ‘‘ present costs of replacement have nothing to do 
with present valuations unless replacements are contemplated.’’ 
If the business were sold at this moment the reduced price of 
new machines would force down the price offered for the old 


502 ECONOMICA [NOVEMBER 


machines below the book value. Adequate revaluations on these 
lines would, of course, involve appraisals of all possible alterna- 
tive means of supplying the service. Replacement cost in this 
sense and not reproduction cost less depreciation is required. 
The reluctance of accountants to value assets along these lines 
is due to the extreme difficulty, in most cases, of obtaining 
figures which would be at all reliable. 

The difficulties in valuation which arise in practice are due 
to the fact that competition is imperfect. Under these condi- 
tions a firm may make profits in excess of the competitive 
rate on capital and then the capital value of the enterprise will 
be higher than the sum of the assets valued at current market 
price. Since the market price of the assets is the only indica- 
tion of the specific productivity of the asset, the extra earning 
power must be attributed to an intangible asset called goodwill. 
Under perfect competition goodwill, either positive or negative, 
will not exist. 

Certain ambiguities in Professor Canning’s treatment of 
valuation might have been avoided if he had related it more 
closely to the concepts of perfect and imperfect competition and 
to the determinants of price and output during different periods 
of time. He supposes that valuations of existing capital equip- 
ment will affect costs per unit and argues that an attempt must 
be made to find how much-of the cost per unit of product, in 
the case of a used machine, is a cost of future services (p. 260). 
He assumes that different valuations of used machines will 
alter costs of production and therefore affect sales policy. 

But the valuation of used plant is quite irrelevant to the 
determination of sales policy. Once a machine is bought any 
return above prime costs is a quasi-rent. In the short-run 
marginal cost only has to be equal to price. It will pay to 
produce as long as prime costs are covered. Even where it 
becomes necessary to increase the depreciation charges owing 
to increases in the price of machinery, the price of the product 
will not be affected. If a loss of capital is sustained, i.e. if 
future receipts are insufficient to cover depreciation charges 
it will still pay to produce as long as direct costs are covered, 
unless these costs could be lowered by using new machinery. 

Professor Canning’s discussion of various depreciation 
formulas is a definite advance on the usual treatment accorded 
to this subject in most books on accountancy. He argues that 
the cost of a machine should be distributed not in relation to 
the number of years during which it is used, but in direct pro- 
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portion to the quantity of the product, since in many cases 
production fluctuates over a period of years. He includes as 
an inseparable part of the study of depreciation the problem 
of distributing running expenses which fluctuate during the life 
of the machine, and indicates for each formula which he 
discusses the assumptions made with regard to these costs. 

But here again Professor Canning seems to regard deprecia- 
tion formulas as methods of finding the cost of production 
during any period. The importance of revaluation by means 
of depreciation formulas does not lie so much in the valuation 
but in the distribution of capital maintenance charges over a 
period of time longer than the financial period for which divi- 
dends are declared. If it is considered desirable to maintain 
dividends at a more or less constant level it becomes necessary 
to charge depreciation in such a way as to minimise fluctuations 
in net earnings. This distribution does not affect the short-run 
marginal cost and therefore the sales or production policy of 
the firm. 

Of course, when we turn from competitive business to 
conditions of controlled monopoly the question of valuation 
assumes a new importance. On the problems of valuation in 
relation to Public Utility Regulation Professor Canning, 
unfortunately, has almost nothing to say, though much of his 
analysis is relevant. Under competition difficulties in valuing 
used assets do not affect the price of the product, but in the 
case of Public Utilities the price of the product is fixed so as 
to yield a certain rate per cent. on the value of the assets used. 
Much of the discussion of valuation in Public Utility Regulation 
is vitiated by a failure to make explicit the assumptions about 
the aims of regulation and by a failure to work out what 
methods of depreciation are compatible with these assumptions. 
No reference is made to the problem of ‘‘ accrued depreciation ”’ 
which has caused so much controversy in America. 

One finds it very difficult to agree with Professor Canning’s 
views as to the scope and method of economics. He realises 
that statistics can never prove the truth of a particular theory 
and apparently would like economics to be restricted to the 
study of those phenomena which admit of inductive treatment. 
One can hardly agree that ‘‘ classical theory, neo-classical 
theory and the work of the eclectics is headed for the scrap 
heap’? (p. 333) because the generalisations contained therein 


can never be proved to be true by the use of statistics. 
R. F. Fow er. 
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The Constitution of the Irish Free State. By Lo Kon. 
With a foreword by the Chief Justice of the Irish Free 
State. London: George Allen and Unwin. 1932. Pp. 
XV as Thess 

An adequate commentary upon the Constitution of the Irish 
Free State has long been wanted, not only because of the many 
amendments and difficulties of interpretation, but also because 
of its political peculiarities. Dr. Kohn has evidently gone 
to a great deal of trouble in writing this book. And, seeing 
that the Constitution is largely inspired with the ideas of the 
bourgeois revolutions, together with a little of the modern 
principles of modern social democracy, and that a training in 
English private law is frequently a handicap to the public 
lawyer, it is fitting that the task should have been undertaken 
by a continental lawyer. Dr. Kohn does not fail to realise, 
as an English lawyer might, that constitutions consist of men 
and not of laws. Nor is he afraid to use the preliminary 
revolutionary material and the debates in the Oireachtas. The 
result is a commentary which, from the point of view of the 
ideology of the Constitution, could hardly be bettered. Perhaps 
the psychological method is carried to an excess of simplicity. 
The reader tends to become suspicious lest the Irish mentality, 
the consciousness of the people, and the revolutionary principles, 
may not be oversimplified concepts. But perhaps this is a 
reaction from the narrow legalism of the Judicial Committee 
of the Privy Council. 

At the same time, this method has its difficulties. Irish 
lawyers, as well as the judges of the Privy Council, are bred 
in the common law tradition, and when Dr. Kohn comes to 
difficulties of interpretation he applies a method which no Irish 
lawyer would recognise. Clearly, the two kinds of law for 
which Dr. Kohn obtained his degree.do not include the common 
law. His argument on the fundamental problem of interpreta- 
tion—whether the Constitution takes its effect from the enact- 
ment of the constituent Dail or from the British legislation— 
is not of great value because he has difficulty in understanding 
what the problem really is. And the argument on the validity 
of the Oath Bill is, to a common lawyer (English or Irish) just 
nonsense. After quoting at length the arguments advanced 
on both sides in the Dail, the author comes to his own con- 
clusions on the basis of the nature of the Constitution of the 
British Commonwealth of Nations as agreed upon by the 
Imperial Conferences. ‘There is not even a reference to the 
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Statute of Westminster. Imperial Conferences cannot change 
the public law either of the United Kingdom or of the Irish 
Free State : and the conventional principles which they establish 
depend fundamentally upon the provisions of the respective 
public laws. ‘The fundamental issue is put much better by 
Michael Rynne in Die vélkerrechtliche Stellung Irlands, 
though that book was written before the added complication 
of the Statute of Westminster. 

Nevertheless, this is a defect of application, not of substance. 
There is no doubt that Dr. Kohn has written a valuable book. 
What is now wanted is a supplementary exposition by an Irish 
lawyer. 

W. I. JENNINGS. 


A History of Political Thought. By PHyiiis Dove. Cape. 
Pp5335. -10s..6d. 


There are two common ways of writing a history of political 
thought, each of which has its merits. One school of writers 
takes political thought to be thought about politics which has 
importance mainly because of its representative character; the 
other is more concerned with the political class of philosophical 
problems, more concerned with the rightness of the thought or, 
at any rate, the aid it gives to rightness, than with its contempo- 
rary fame. To one school, what seems to many people the 
barrenness or shallowness of the political doctrine of John Locke 
is far less important than the power and prestige which that 
doctrine acquired; to the other, no historical importance can 
make Locke as well worth studying as, let us say, Vico. Miss 
Doyle, in the main, belongs to the first school; she describes the 
chief thinkers as far as they are representative, she neglects, 
comparatively speaking, their worth as thinkers. For her, 
Marsiglio of Padua is a leading figure in the history of the 
quarrels between Church and State, not a thinker perplexed with 
the conflict of authorities which in our own time has its con- 
temporary form as “‘ pluralism.’’ Plato, Machiavelli, Spencer, 
Green, all deal with the fundamental problem of the basis of 
political authority, of the externalisation of justice in law, but 
they deal with the problem in ways very characteristic of their 
own times and their own minds, and Miss Doyle deals rather 
with the differences than with the resemblances. Needless to 
say, the method she has adopted has not only respectable prece- 
dent, but has its own decided merits. Students, for whom this 
book is designed, cannot have too firmly in their heads the 
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ephemeral character of many institutions which it is too easy to 
take for granted. If we see men of great ability ignoring much 
that we take to be in the nature of things, we may suspect that 
we are often doing what Croce tells us the Greeks did in the 
case of slavery, mistaking an historical accident of economics 
for a-category of the real. We can see that Aristotle’s ingenious 
argument for slavery gained its plausibility by relegating to the 
class of accidental imperfections phenomena which were as 
‘* natural ’’ as those aspects of the facts of slavery which were 
capable of being reduced to a formula labelled ‘‘ normal condi- 
tions.’”? But if we thus catch out our betters in misplaced 
abstractness, we are liable to fall ourselves into misplaced con- 
creteness and to think of every political thinker or school as 
being a unity with little but a chronological connection with 
what went before or after, except as being a ‘“‘ source ’’ or 
‘““ consequence.’ ‘That risk has to be taken and Miss Doyle has 
taken it, but her book will serve as a very useful complement 
to Professor McIlwain’s. 

Two criticisms might be made; one of which is perhaps only 
a registration of regret at the inevitable. Space has limited Miss 
Doyle’s choice, but there is an excessively insular note in her 
last chapters. The nineteenth century was more varied than 
one would gather from these pages and not all the important 
thinking of the time was done in London, even if we include 
Marx among the Londoners. A more important criticism may 
be made of Miss Doyle’s use of the historical background. ‘The 
account of the course of the great Persian War (p. 23); the 
identification of the overthrow of scholasticism with ‘ _ 
recovery of Greek conception, however mauled by translation ’ 
(p. 95); the attribution to Aquinas of what looks, at first sight, 
like a version of the Quaker doctrine of the inner light (p. 78) ; the 
too confident assertion of a universal acceptance of the flat-earth 
theory (p. 113); the making of the German Emperor and not 
the Spanish King, the rival of France in Italy (p. 135); the 
implication that Calvin was something like the inventor of 
predestination, with no hint of the long history of Augustinian 
theories of grace. which went before (p. 148); the reappearance 
of the hardy English illusion that the Declaration of Indepen- 
dence and the American Constitution are the same thing (p. 213) ; 
the making into an Englishman of that eminent Hiberno- 
Scottish philosopher, Francis Hutchinson (p. 249); the trans- 
mutation of Jefferson’s right to ‘‘ the pursuit of happiness ”’ 
into “‘a right to happiness ’’ (p. 242); and the too confident 
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identification of Darwinian and Hegelian evolution (p. 263) are 
none of them slips that will mislead the practised reader, but 
as it is to be hoped that Miss Doyle will have many readers 
who come fresh to the subject, it is also to be hoped that a 
second edition will give her an opportunity to amend a useful 
and timely book. 


D. W. Brocan. 


Shareholders’ Money. By Horace B. Samuer. Sir Isaac Pit- 
man & Sons. 15s. net. 


This book is a finely informed criticism of our company law 
and its defects, actual and latent. It is a disquieting study, but 
so were the facts that gave rise to it. No parrot-cry about the 
need for confidence should debar one from wishing it a wide 
circle of readers, even though the slow growth of reform in the 
past weakens hope of rapid revision now. For Mr. Samuel 
understates in describing the English attitude towards the 
reform and the administration of company law as “‘ too stodgy 
and too ‘gentlemanly ’.’’ It is more than that: it is provi- 
dential. Did not Lowe, the progenitor of company law, refer 
to ‘‘ the laws planned by Infinite sagacity ’’ and declare that 
human regulations would but deprive people of the safeguards 
‘‘ which Providence intended for them’’ in investment as in 
other matters? Religious superstitions die hard. 

Mr. Samuel’s first section is, ‘‘ Obtaining the Money.’’ The 
patriotic fiction that an Englishman’s word is as good as his 
bond forms no part of the Common Law, and not much of the 
Statute Law, where prospectuses are concerned. ‘The doctrine 
of caveat emptor largely holds the field, and as Mr. Samuel 
points out, few of the facts that justify its application to 
ordinary purchase and sale apply when the relation is between 
promoter and private investor. A couple of platonic dicta, to be 
found in the obscurity of the reported cases, have referred to 
uberrima fides, but still ‘‘ there is no obligation on the makers 
and publishers of a prospectus to put all the cards on the 
table.’? The Kylsant case (which the author considers a border- 
line one) may do much to improve matters. 

The author is perhaps at his best in his second section, 
‘“‘ Managing the Money.’”? Guinea-pig directors (or ‘‘ financial 
gigolos ’’) and other surplusages receive hard knocks. But the 
institution, for it is nothing less, or guinea-pig directors will 
die only when the snobbery of the public dies; and it is dis- 
heartening to remember that most of his bitter remarks had 
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their parallels in the Economist three-quarters of a century 
ago. Improvements have been made in some matters: directors 
can no longer, as they could and very commonly did do until 
1929, contract out through the Articles from all liability for 
their actions save fraud or wilful default—a reform opposed by 
the Law Society, the Federation of British Industries, the Insti- 
tute of Chartered Accountants, and the Society of Incorporated 
Accountants! But English Law has always taken the minimal 
view of directors’ duties, what Mr. Samuel dubs “ the inter- 
mittent or Board Meeting theory of directorial responsibility,” 
and illustrates from the City Equitable case (1925) where the 
Judge declared ‘‘ A director is not bound to give continuous 
attention to the affairs of his company. His duties are of an 
intermittent nature to be performed at periodical board meet- 
ings and at meetings of any committee (where a member). He 
is not bound to attend all such meetings.’’? ‘The discussion of 
qualification shares leads to the conclusion that they are com- 
monly a farce, that is, that directors often have no personal 
financial interest in the business where the shareholders’ money 
is. On the other hand, a conclusion on interlocking directorates 
is, that in the conflict of duties directors may sacrifice the 
interest of shareholders in concerns where they themselves have 
small holdings to the interest of concerns where their own hold- 
ings may be large. 

The account of how the money is secured, as with debentures, 
is equally depressing reading. The position of trustees is often 
made difficult through conflicting, but voluntarily assumed, 
duties and through city tradition—all pointedly illustrated by 
the Royal Mail Steam Packet case. 

In the last section, ‘‘ Accounting for Money,’’ Mr. 
Samuel deals ably with the legal obscurity of the balance-sheet 
and accounts, in all of its nine main forms. ‘The anomalous 
position of auditors, in fact though not in form appointed by 
directors, is neatly put: ‘“‘ though an auditor may be a watch- 
dog, he is yet a watch-dog who, in order to discharge his 
duties, may be compelled to bite the hand that feeds him.’’ 

But Mr. Samuel does not confine himself to mere criticism. 
On all his many points, he offers his remedies—partly pub- 
licity, partly penalties. These he conveniently sums up in 
a draft bill of thirty pages of small print. One feels, however, 
that he has weakened a strong case by the frequency of his 
examples from the tangled history of the Royal Mail Steam 
Packet group; a wider field of examples would be more satis- 
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fying. If any reader, however, should seek to upset Mr. 
Samuel’s exposition of dangers by alleging that, if true, no 
company could honestly exist yet that companies do exist and 
in large numbers, let him remember the longer roll of the dead. 


H. A. SHANNON. 
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University, have accepted part-time lectureships in Economics and 
Sociology respectively. 


Mr. A. G. Davies, LL.M. (New Zealand) has been appointed assistant 
in English Law. 

Mr. D. W. Harding, M.A. (Cambridge), has been appointed assistant in 
Social Psychology. 

Mr. B. A. Wortley has left the School to take up the position of lecturer 
in Law in the University of Manchester, 

Professor H. A. Smith has been elected to be Dean of the Faculty of 
Laws in the University of London. 

The Degree of Ph.D. has been conferred on Miss Lucy P. Mair by the 


University of London and the Honorary Degree of Litt.D. has been 
conferred on Professor Eileen Power by the University of Manchester. 


Award of Studentships for Postgraduate Research. 


A Leverhulme Studentship of the value of £200 a year in addition to 
fees, tenable for two years, has been awarded by the School to AARON 
EMANUEL, who passed the Final B.Sc.(Econ.) Examination with First 
Class Honours in 1932. ° 


A Research Studentship of the same value has been awarded to 
TERENCE ALAN MARTYN BisHop, B.A., Oxford, and a Grant of £100 for 
one year to INA STAFFORD RUSSELL, M.A., Manchester. 


Special Leverhulme Grants for research awarded last year to RALPH 
ARAKIE, SAMUEL GOLDMAN and UrsuLaA Wess, have been renewed for 
the session 1933-34. 


Special Grants were also awarded to SIDNEY ALLAN FREIFELD and 
AUBREY JONES. 


Award of Higher Doctorates. 


The degree of LL.D. has been conferred on GrorFREY May, and the 
degree of D.Sc.(Econ.) on HiRENDRA Lat Dey and Hans Ray Soni. 
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